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ENGINEERS WHO KNO 


choose this modern gas control 
GASAPACK ... THE ONLY —_— NEW GAS CONTROL 


Silent Operation Two-Stage 
Gasapack eliminates aggravating pea Flame Control 
operating noises common to ; Exclusive principle” stages” 
<onap-action controls. No flame from high to low for 
bang-on, bang-off.” Quiet steady, even heat. Prac- 
— but positive. : tically eliminates “cold 70.” 


Easy Installation; : 
" . : 

Simplified Service F : One Basic Unit 

Gasapack combines all 3 Manual unit easily convene 
Becessary gas controls in one $ , to automatic operation br 

- Z », , _ i . : 

compact unit. F rovides . : addition of electric thermos 

- utmost simplicity in % i or mechanical Thermomatici 

installation and service, - { i 


) 





Designed for modern heating equipment, the Gasa- efficient control . . . easy and economical to install. 
pack is the answer for a simple, compact, highly Completely silent, safe and dependable in opera- 
tion, it’s a profit-maker in customer satisfaction. 


Ea 2s Eye: See eee for modern gas heati 
A-P CONTROLS CORPORATION 


(formerly Aut ti Pp 
2470 N. 32nd Street @ Milwaukee 45, Wis. @ In Canada; A-P Controls Corporation Ltd., Cooksville, Ont. 
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jBLIC UTILITIES FORTNIGHTLY. . 
uds for Federal and state regu- 
ion of both privately owned and 
trated utilities and publicly owned 
operated utilities, on a fair and 
discriminatory basis; for nondis- 
minatory administration of laws; 
equitable and nondiscriminatory 
ation; and, in general—for the per- 
uation of the free enterprise sys- 
. It is an open forum for the free 
ression of opinion concerning pub- 
utility regulation and allied topics. 
is supported by subscription and 
vertising revenue; it is not the 
buthpieve of any group or faction; 
is not under the editorial supervi- 
bn of, nor does it bear the endorse- 
nt of. any organization or associa- 
- The editors do not assume re- 
pnsibility for the opinions expressed 
its contributors. 
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In averaging 1.13 lb. of coal per kilowatt-hour during the past year, America’s electric 
companies set a new record in their uninterrupted drive to hold down the cost of electric power 
generation. This continued, phenomenal, year-by-year record of progress has resulted from 
painstaking attention to the details of all equipment needed for the production of electricity. 
Of particular significance have been B&W developments in fuel-burning methods and 

steam generation. Many of these are included in today’s most efficient stations having 

heat rates of less than 0.8 Ib. of coal per kilowatt-hour. 


From B&W Research and Development have 
come such advances as Pressure-Firing, Cy- 
clone Furnaces, improved alloys for high 
steam temperatures, Cyclone-Steam Separators 
for simplified high-pressure operation, better 
methods of steam temperature control, divi- 
sion walls for compact furnaces, and many 
others. Separately and in combination, these 
modern engineering features are aiding the 
power industry in its endless search for 
cheaper, more reliable electric power genera- 
tion. 

























Our engineers will be glad to provide the de- 
tails on these and other advances coming from 
B&W’s continuous Research & Development 
Program. The Babcock & Wilcox Company, 
Boiler Division, 161 East 42nd Street, New 
York 17, N. Y. 











Pressure-Firing, Gas Recirculation, Cyclone Furnaces, High Pressure and Temperature with Reheat, 
and Cyclone Steam Separators are features of this B&W Radiant Boiler on order for a mid-west 
power company. Rated steam capacity—1,200,000 Ib. per hr. Design pressure—2125 psi. 
Pressure at superheater outiet—1900 psi. Final steam temperature—l!O50F. Reheat to 1000F. 
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HEN the United States Supreme 

Court decided the Hope Natural 
Gas Case in 1944, it placed its seal of 
approval on a judicial “hands-off” pol- 
icy towards state and Federal regulation 
of public utilities. This negative attitude 
had been growing for more than a decade 
following the Los Angeles Case in 1933. 
But, prior to that, the Supreme Court had 
supported a doctrine of fairly close judi- 
cial supervision over regulation—a doc- 
trine laid down in 1898 in Smyth v. 
Ames. 


WHEN we look at other fields of the 
law we see a similar build-up of Federal 
court interference with state action in 
such cases as race-segregated education 
and housing, religious teaching, state 
censorship of motion pictures, and the 
procedural rights of persons accused of 
crime. In short, the highest court seems 
to be going through a phase of preoccu- 
pation with personal liberties, just as it 
did a half-century ago in connection with 
the regulation of property rights by the 
states. 


ONE wonders whether this judicial 
mood will be any more lasting in the 
cases involving personal liberties than it 


JOHN P. RANDOLPH 
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was in the cases involving property rights 
under the Fourteenth Amendment. After 
all, there are some things which must be 
left to the states and to the tastes and 
customs of local majorities, including the 
policing of human behavior. The present 
temper of the highest court seems to 
stress Federal as distinguished from state 
surveillance of personal liberty and the 
rights of minorities in such matters as 
entertainment, education, and racial <is- 
crimination. 


Y comparison, only two decades ago 
B the highest court was telling the state 
commissions just how they had to regu- 
late public utility rates, with respect to 
such details as measures of value and the 
rate of return, under the constitutional 
guaranties of the Fourteenth Amend- 
ment. It is interesting to note that in one 
recent case, which by sheer coincidence 
happened to combine elements of both the 
court’s “hands-off” regulatory policy and 
the more recent personal liberty policy, 
the court majority swung the balance in 
favor of giving the regulatory commission 
liberty of action in the first instance. 


This was the celebrated Capital 
Transit Case, which held that there 1s 
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ve financial experts enough information 


to analyze your Company correctly? 


e The decisions of financial analysts play 
a vital part in the investment community. 
Hence, almost all utility companies do a 
fine job of keeping analysts informed of 
their operations. 


When furnishing such information, it is 
highly advisable to know exactly what is 
wanted and how to present it. And that’s 
the purpose of the Irving’s new series of 
Public Utility Bulletins . . . to help you in 
your constructive program of keeping the 
financial analyst informed. 


For your copies of current and future 
Bulletins, write us or call our Public Utili- 
ties Department. 


- ar | y “ ‘a 4 
RVING TRUST COMPANY 
ONE WALL STREET « NEW YORK 15, N. Y. 
Capital Funds over $120,000,000 
Total Resources over $1,300,000,000 
Wituram N. Enstrom, Chairman of the Board 
Ricwarp H. West, President 
Public Utilities Department 
Tom P. Watker, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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no constitutional guaranty for a street- 
car passenger’s right to enjoy his ride 
without the distraction of radio music or 
commercial advertising broadcasts in the 
public vehicles. The court majority 
pointed out that if public dissatisfaction 
with the way a regulatory commission de- 
cides such matters reaches the point of a 
demand for legislative correction, it is up 
to the people’s elected representatives to 
make the change—not the courts. 


ONE might speculate somewhat cyni- 
cally whether the wax and wane of Su- 
preme Court emphasis on regulatory 
supervision may presage a similar dimi- 
nution of its aggressive protection of 
minority rights which now prevails. 
After all, if other professions and arts, 
such as medicine, can have their fads and 
shifts of theory (remember the tooth- 
pulling medical rage of the twenties?), 
why should not the judges be entitled to 
cycles of judicial emphasis, so to speak ? 
But the trouble with centralized Federal 
supervision, even in the field of personal 
liberties, is that it can have the self-de- 
feating effect of tying the hands of state 
regulation and state legislation. 


THE leading article in this issue exam- 
ines the legalistic regulatory approach to 
rate making during an inflation, It comes 
from the authoritative authorship of the 
general solicitor of the National Associa- 
tion of Railroad and Utilities Commis- 
sioners. He is JoHN P. RANDOLPH, for- 
mer member of the Missouri Public 
Service Commission, as well as a native 
of Missouri and a graduate of its state 
university (’21), following military serv- 
ice with the AEF during World War I. 
JupGE RANDOLPH was actively engaged 
in the general practice of law in the state 
and Federal courts for twenty-five years 
in St. Joseph, Missouri, before his ap- 
pointment as general counsel to the Mis- 
souri Public Service Commission in 1940. 
He became a member in 1949 and came to 
Washington to his present post in 1951. 


yey regulatory article (begin- 
ning on page 19) is by RALPH E. 
Bapcer, PhD. In 1929 Dr. BapGER be- 
came executive vice president of the 
Union Guardian Trust Company in De- 
troit, Michigan. In 1933 he became pres- 
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ident of Investment Counsel, Inc., a 
position he still occupies. He has been 
actively engaged as an expert in rate 
cases and is the author of several books, 
including the recent Investment Princi- 
ples and Practices (fourth edition, 1951), 
in which he collaborated with Professor 
Harry G. Guthmann of Northwestern 
University. Dr. Bapcer got his PhD 
degree from Yale University (’21), and 
was formerly professor of economics at 
Brown University. 
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bee F. Terry, whose article on nat- 
ural gas resources under Federal 
regulation begins on page 11, is a vice 
president of The Chase National Bank. 
He joined the bank staff as a petroleum 
and natural gas engineer in 1936. He is 
an engineer graduate of the University of 
Michigan (’15) and has spent many years 
in petroleum and natural gas engineer- 
ing. He is a member of the American 
Institute of Mining Engineers, the Amer- 
ican Association of Petroleum Geologists, 
the American Petroleum Institute, as 
well as other oil and gas trade associa: 
tions. 
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THE next number of this magazine 
will be out July 17th. 
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Public Utilities are among the first to realize the value of one 
of their principal commodities--Electric Power--for their own 
ease as well as for their customers. That’s why more and more 
of them are turning to the power-driven Remington Electri- 
mn nat-E conomy typewriter for more work, better work in less time and 


‘ederal . 
— with less effort. It’s the true key to better performance for: 
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Remington Rand, Room 2189, 315 Semmens T 
Fourth Avenue, New York 10, N. Y. 
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Coming IN THE NEXT ISSUE 


* 


INTERIOR'S ADVENTURES IN THE MISSOURI BASIN. PART I. 


Although the Missouri river has been the subject of various forms of gov- 
ernment planning and improvement for nearly a century, last spring 
it produced one of the greatest floods in its history. But apparently 4 
government planning for Missouri basin improvement is only beginning 
to be translated into the active promotional stage. Recently the Interior 
Department brought out a thick volume, which it called a "reconnaissance 
survey''—likely to lead to other more detailed surveys. The nationally 
known syndicated columnist, Ray Tucker, gives us a swift-moving descrip- 
tion of Interior's plan and where it is likely to lead. 





WHAT'S BEHIND THE PUBLIC POWER PREFERENCE CLAUSE? 


What would happen if Congress were to pass a law penalizing cigarette 
smokers in four-titths of the states by granting special subsidies to smokers 
in the other states? The question almost answers itself. Angry voters 
would drive the Congressmen out of office. George W. Keith, Cincinnati 
professional writer, has written a clear-cut and thought-provoking account 
of how the preference clause works and who benefits and who pays as a 


result. 


GAS REGULATION FROM THE CONSUMERS’ VIEWPOINT 


Natural gas, which was once a nuisance to the oil prospector, today forms 
the background for not only one of the fastest-growing industries in the 
United States, but also presents some of the most difficult problems which 
this country will soon be called upon to solve in one way or another. 
Chairman John C. Doerfer of the Wisconsin Public Service Commission 
gives us a gas-consuming state commissioner's viewpoint on modern 
regulatory problems in the natural gas field. 


IS CALIFORNIA REGULATION OUT OF STEP? 


Harassed California utility management feels that it is a bit behind other 
states, and points to a difficult market for securities to finance the state's 
burgeoning growth. It is a question with angles—and angles. James H. 
Collins, California business writer and editor, places his journalistic stetho- 
scope on the operation of regulation in the Golden state. 


- 


A | SO... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of Interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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There’s a faster way! 


































Poor, hard-working Priscilla. Even 
though she kept her nose to the wheel 
there was just so much she could turn 
out. 


Thank goodness that today modern 
mechanical devices are available to help 
us turn out work in a fraction of the time 
it formerly took. 


Are you doing this? 


In today’s utility offices, for example, 
many executives no longer rely on a tem- 
porarily acquired clerical force to ana- 
lyze by hand mountains of consumers’ 
bills. 


Instead, they turn over the problem to 
us. With the use of Bill Frequency Ana- 
lyzer machines, our staff can whizz 
through as many as 200,000 bills in a 
single day. We can analyze your bills 
in 14 the usual time ... and at approxi- 
mately 1% the cost. 


Why not turn over the job of preparing 
your consumers’ usage data to us—just 
as so many other utilities all over 
America do? Send for informative book- 
let today. 


P.S. If you use punched cards for billing, 
we are also equipped to make your analyses 
from them. 


SAVES 50°% IN TIME AND MONEY 


a 


a 
ie 








This Bill Frequency Analyzer—developed especially for 
utility usage data—automatically classifies and adds 
in 300 registers—in one step. 


RECORDING AND STATISTICAL 
CORPORATION 
100 Sixth Avenue New York 13, N. Y. 
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“There never was in the world two opinions alike.” 


D. A. Hutcy 
President, Lone Star Gas 
Company. 


EpirortaL STATEMENT 
The Wall Street Journal. 


Harry F. Byrp 


U. S. Senator from Virginia. 


EpiroriAL STATEMENT 
Spokesman Review. 


BENJAMIN F. FArrLess 
Chairman of the board, United 
States Steel Corporation. 


VAL PETERSON 
Governor of Nebraska. 


Joun T. Woop 


U. S. Representative from Idaho. 
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“We are just two jumps away from the auction block 
of Socialism. I cannot overemphasize the gravity of this 
hour. The outer trappings of an artificial prosperity can- 
not obscure the raw bones of disaster.” 


* 


“There is no such thing as responsibility in govern- 
ment for the well-being of its people without power to 
dictate their coming and going. But the power that com- 
ports with such a responsibility can destroy that well- 
being.” 

ad 


“Our governmental course in late years has been pro- 
ceeding steadily towards state Socialism. These new 
policies of government, unless quickly checked, will de- 
stroy the American system. America today stands at the 
crossroads.” 


> 


“Unless we get over this mania for passing laws to 
compel people to work less, the end of free enterprise is 
not far off. When private initiative is hamstrung by too 
many laws it quickly languishes and dies. Then we enter 
the socialist state.” 


> 


“To put our faith in price controls while we continue 
to inflate our money supply is a good deal like plugging 
up the safety valve on a steam boiler, and then piling on 
more fuel. Something, somewhere, is just naturally bound 
to go bust some time.” 


> 


“I don’t believe in asking for Federal money until we 
show the color of our own money. If the states and the 
localities are constantly going to run to Washington for 
help, we won’t have any states in a few years. As a mat- 
ter of fact, we're pretty well along that way right now.” 


> 


“No one man is going to save the Republic. Yet, there 
are many voters today who are groping in darkness, un- 
able themselves to make the bold decision which will halt 
this trend toward empire, in the vain hope that some pop- 
ular hero will come along to do the job for them. Therein 
lies America’s greatest danger.” 


12 
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We take pleasure in announcing that 


MR. WILLIAM C. NORMAN 


formerly President, Northeastern Gas Transmission Company 
lock and Vice President, Tennessee Gas Transmission Company 

this 
can- 
has been admitted to general partnership 


in our firm 
ern- 
r to 
om- 
vell- 


LAMBERT €& CO. 


pro- 2 WALL STREET NEW YORK 5,N. Y. 
new 
de- July 1, 1952 
- the 
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viet | ACO TSSSRTTR Bee Industry Marches On 


. While working out today’s problems, management lifting its 
tinue . sights to tomorrow's anticipated needs, utilizes the specialized 
ging skills of the independent consulting engineering organization 
; which in a single service provides completely coordinated staffs 
ig on i of architects and engineers highly skilled and experienced in 
ound ' all fields. 


Thus end results are attained speedily, surely, and economically 
—and American industry moves progressively forward. 


The Peter F. Loftus Corporation has been cooperating with the 


il we management and engineers of utilities, industrials, institutions, 
1 the \ : and governmental agencies for many years in working out 
1 for ; ‘ modernization programs, new plant designs, expansions, etc. 
mat- 
ow.” 

ENGINEERING CONSULTANTS 
there 


alt a Peter F. Loftus Corporation 


Many of these projects are illus- 
trated in our new booklet “Co 
ordinated Engineering Services.” 





REMARKABLE REMARKS—( Continued) 


WALT Horan 
U. S. Representative from 
Washington. 


Cuarves F. McCAnILy 
President, American Newspaper 
Publishers Association. 


Epwin G. Nourse 
Former chairman, President’s 
Council of Economic Advisers. 


TOWNER PHELAN 
Vice president, St. Louis 
Union Trust Company. 


KeitH FuNsToN 
President, New York Stock 
Exchange. 


Henry HAZLItTT 
Columnist. 
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“".. scarcely a single activity exists for which Federal 
expenditures are made but has some measure of duplica- 
tion to other activities in the states—or private enterprise.” 


“Many bureaucrats in government appear to prefer to 
function without knowledge of the people, and resent the 
manner in which newspapers are living up to their re- 
sponsibility to inform the public.” 


» 


“The freedom to save and invest, by whatever means 
we wish, is a privilege we enjoy under our free enter- 
prise system. In exercising that privilege, we actually 
help to safeguard this proved system of ours. For the 
money we place in life insurance and other voluntary 
plans for family security is in turn invested to create 
more and better goods and services—and, through them, 
brings a richer life to all.” 


» 


“The great moral issue of our age is the issue of liberty 
versus authority. Is man a moral being, with the unalien- 
able right to direct his own life on a basis of voluntary 
choice, or is he a slave who must obey authoritarian dic- 
tates? One of the important battlegrounds of freedom is 
that in which the issue of free labor or slave labor must 
be determined. If man is a slave, the corruption which 
characterizes this age will continue and will grow. If we 
regain our liberties, a rebirth of decency and morality 
inevitably will follow.” 


> 


“The investor may become a force of vast importance. 
When millions of people have the same idea on the same 
subject, something will give way. The stockholder may 
be the deciding factor in the relations between manage- 
ment and labor. The stockholder may be the deciding 
factor in government tax policy, such as double taxation 
of dividends or the 6-month holding period currently 
prescribed in the capital gains tax law. And, the stock- 
holder may become the deciding factor in industry’s re- 
lations with the consumer.” 


’ 


> 


“The inflation, in brief, has been government-created. 
And the alleged remedy of price-and-wage control (even 
if there had been no union-leader insurrection) is com- 
pletely spurious. If the volume of money and bank credit 
were prevented from expanding, price control would be 
unnecessary. But as long as money and bank credit are 
being substantially increased in relation to the volume of 
goods, price control will continue to be worse than futile; 
for it distorts and disrupts production at the same time 
as it destroys economic freedom.” 








OVER EIGHT 
MILLION 
HORSEPOWER 


The Newport News Shipbuilding 
and Dry Dock Company has re- 





ceived orders for the building of 
hydraulic turbines aggregating 
output of 8,150,000 horsepower. 


ASSEMBLY OF SPIRAL CASINGS FOR C. J. STRIKE DEVELOPMENT 


NEWPORT NEWS 


SHIPBUILDING AND DRY DOCK COMPANY 


Newport News, Virginia 
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SERVING THE PUBLIC AND 
INDUSTRY 24 HOURS A DAY 


COLUMBIA 
GAS 
SYSTEM 


The Manufacturers Light and Heat Company 
United Fuel Gas Company 

The Ohio Fuel Gas Company 

Atlantic Seaboard Corporation 

Amere Gas Utilities Company 

Virginia Gas Distribution Corporation 
Virginia Gas Transmission Corporation 

Big Marsh Oil Company 

Central Kentucky Natural Gas Company 
Binghamton Gas Works 

Cumberland and Allegheny Gas Company 
Home Gas Company 

The Keystone Gas Company, Inc. 

Natural Gas Company of West Virginia 
The Preston Oil Company 
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SAS CITY POWER & LIGHT COMPANY 
Kansas City, Missouri 


USES THE PELE - 
Jjeville 
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\LTERNATOR SYSTEM 


This forward-looking organization i lower radio maintenance costs 

ther one of the many Public Utilities more consistent radio operation 

0 enjoy the:advancages of the L-N There are L-N Alternator Systems rated at 

lernator System. , 50 amps. and 80 amps. for 6-volt systems; 

your two-way radio cars and trucks. a 60 to 150 amps. for 12-volt systems. 
gree. current — a high... For all the facts, write The Leece-Neville 

sepnator System wll give you: —_ Company, Cleveland 14, Ohio. Automotive 

to 35 amperes with engine idling Electric Equipment for Over 40 Years. 
lw freedom from seth ih fraubles Distributors in principal cities 

. Service Stations x agaaee 





ALTERNATOR SYSTEMS « GENERATORS ¢ STARTING MOTORS 
"Ce ad REGULATORS « SWITCHES « FRACTIONAL HP MOTORS 
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LEFFEL Hydraulic Turbine 


... a Standard of quality since 1862 





Leffel hydraulic turbines have mea 
quality since the first Leffel turbine w 
built in 1862. In the years followi 
that time the plant has been mode 
ized, and the newest equipment 

been added. But that original pol 
of integrity and quality, begun o 
90 years ago, has remained unchangg 
A Leffel turbine is still designed a 
manufactured to give decades of se 
ice (there are Leffel turbines in 

today which were installed over hal 
century ago). Time has shown that! 
quality features of a Leffel turbine 

dividends in dependability and e¢ 


ciency for the power plant. 


The turbine installation in a hydra 
power development must give m 
years of reliable service. With Le 
turbines you can be sure. Write, ¥ 


or phone today. 


EFFICIENT HYDRAULIC POWER 
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Exide-Manchex installation in City of Philadelphia 
Substation No. 4. 


Substation No. 4, power source for part of Broad Street Subway. Operated by Philadelphia 
Transportation Company, largest, privately-owned, unified transit system in America, 


“TRIPPING” ON THE BROAD STREET SUBWAY 


Exide-Manchex Batteries 


More than 90,000,000 passengers a year 
ride on Philadelphia’s city-owned, PTC- 
operated Broad Street Subway. Directly, 
and through its many feeder lines, the 
subway serves a large part of the city and 
adjoining areas. Safety and service records 
are high. Equipment is modern, efficient 

. and includes dependable Exide- 
Manchex Batteries. 


Power for the northern section of the 
subway is normally supplied from Sub- 
station No. 4 by three 3000-KW Rotaries. 
They receive current from the Philadel- 
phia Electric Company, at 13.8-KV, over 
cables. The station’s six, motor-operated 
oil circuit breakers and five D.C. solenoid- 
operated air breakers, are powered by 
Exide-Manchex Batteries, which also 
provide emergency lighting throughout 
the station. 


B8... DEPENDABLE BATTERIES FOR 64 YEARS...1952 


Exide-Manchex Batteries are preferred 
by many utilities because they assure: 


POSITIVE OPERATION:—Dependable perform- 

ance at ampie voltage with no switching failures. 

INSTANTANEOUS POWER: High rates for switch- 

a a with adequate reserve power for 
ependable performance of all other control 

circuits and for emergency lighting. 

LOW OPERATING COST: Extremely low internal 

resistance. 

LOW MAINTENANCE COSTS: Water required 

about twice a year. No change of chemical 

solution needed during life of battery. 

LOW DEPRECIATION: Sturdy, long-life con- 

struction. 

GREATER CAPACITY in a given amount of space 

avoids overcrowding of equipment. 

These features combine to make Exide- Manchex 

your best power buy for all control and sup- 

station services. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 2 
Exide Batteries of Canada, Limited, Toronto 
**Exide” and ‘“‘Manchex”’ Reg. Trade-marks U. S. Pat. Of. 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 





Indication of Acceptance 


About one-third of-all of the electric companies having 
operating revenues in excess of $45,000,000 have employed the 
services of our organization to assist in the solicitation of proxies 
for meetings of their stockholders. 

The managements of these and many other electric, gas and telephone 
companies find our services insure prompt and gratifying stockholder 
response. This is attested to by unsolicited letters of commendation and 


repeat employments. Please send for further information. 


DUDLEY F. KING 
Proxy Soliciting Organization 
70 Pine Street, New York 5, N. Y. 


National coverage provided through Zone Managers located in 30 principal cities 


























If the service we render borders at times on the 
spectacular it is because we are better equipped in 
all phases of our work to do the unusual things 
demanded of us. And if your present financial printing 
arrangements do not give assurance of that kind of service 
it would be a wise course to try 


— LEN COEN inanciat printers 


NEW YORK (6): 130 Cedar Street * WOrth 43 
CHICAGO (5): 732 Sherman Street * WAba 
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Specialized service in all 

documents relating to 

corporate finance and 
stockholder and public relations. 
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BACKFILLS 
TAMPS 


LAYS PIPE 
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Tops for water, gas, sewer, tele- 
phone and power lines — leak 
clamp openings — highway and 
airport drainage. . 


LOOK AT THESE ADVANTAGES 


@ One-man operation — cuts labor 
cost, cuts need for air and hand 
tools. 


@ Fills — as it tamps — as it travels 
— 24 speeds in either direction. 
(Photo 1) 








@ Backfills from either side of trench 
—fast, clean and smooth. (Photos 
1 and 3) 


@ Tamps from side. or straddling 
trench—delivers 380 foot-lb. blow 
45 times each minute. 


®@ Lays pipe — pulls sheathing — sets 
valves — handles headache ball, 
etc. (Photo 2) 





® More maneuverable—fewer traffic 
hazards—better public relations. 






For complete information on the CLEVELAND 
80 see your local distributor or write for this 
fully illustrated folder of facts and specifications. 


nent) THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE e CLEVELAND 17, OHIO 
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we keep help on tap for top management... 


At your fingertips, through Esasco, is the specialized help of engineers, constructors 
and business consultants. In a single organization Epasco combines top-flight talent 
with experience that penetrates virtually every phase of the utility industry. 


Epasco is flexible. It can concentrate on a specific, immediate problem... or ona 
whole broad range of operations. It includes the functions of engineers, designers, 
financial consultants, sales and marketing specialists, cost analysts—whatever spe- 
cialized skills the problem calls for. 


Epasco men have designed and constructed over one billion dollars worth of new 
plants. They have built pipelines; made business studies upon which bankers and 
other executives have based important decisions; helped solve production problems; 
assisted in developing industrial relations programs. For nearly fifty years, EBASco 
has served business and industry in all parts of the world. 


To find out how Ebasco can serve you, send for your free copy of “The Inside Story 
of Outside Help.” Address: Ebasco Services Incorporated, Dept. W, Two Rector 
Street, New York 6, N. Y. 


EBASCO SERVICES 


gst®O7 COW g, INCORPORATED 


s New York + Chicago - Washington, D.C. 
C <) Appraisal - Budget - Business Studies - Consulting Engineering - Design & Construction - Financia 
“Cn, ot Industrial Relations - Inspection & Expediting - Insurance, Pensions & Safety 

88 consd® Office Modernization - Purchasing - Rates & Pricing - Research - Sales & Marketing 


Systems & Methods - Taxes - Traffic - Washington Office 
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Satisfaction 
all the way 
with Dodge!” 


... says F. F. WASSER 


South Carolina Electric & Gas Co. 
Columbia, S. C. 







e have been using Dodge trucks of 
sizes, from 14-ton through 3-ton, for 


' 8 
pr 15 years. 
‘ors guess that speaks for itself. There’s 
lent Bn satisfaction all the way with 
dge! Maintenance cost is less than 
na average of other trucks we use!”’ 
i. dge “Job-Rated’”’ trucks are serving 


'y utility companies with the thor- 
th satisfaction expressed by Mr. 
1ew sser. They will save time and work 


and i money in your service, too. 

ms; 

SCO example, you get a money-saving 
h-compression engine with 4-ring 

_ ons, chrome-plated top rings and ex- 

ons st valve seat inserts. You also get ex- 


tional handling ease, braking safety, 


ent) 





cab comfort, and other advantages. 


What’s more, Dodge trucks offer g¥rol 
Fluid Drive—available on %-, 34- and 
1-ton models—to give you smoother per- 
formance, save wear, lengthen truck life. 


Your friendly Dodge dealer will be 
happy to tell you more. 


TRUCKS 
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IT) LTR UL OAL TTL, MM Yhrve Eliott 2000-4, two-po 


motors driving boiler-feed 


THAT HOLDS COSTS DOWN pumps in a central station. 





These big, quiet-running motors are as capable as they look. They are built 
on the Elliott “Fabri-Steel” principle, with frames of heavy steel plate, 
electrically welded—a method which permits a new freedom in design, 
new ease of accessibility and maintenance, new crack-proof strength, 
new enduring rigidity. 


Also available in outdoor design, armored against any weather, and 
dispensing with costly covering structures. The investigation of Elliott 
motors particularly suited to utility service may be interesting and valuable. 


ELLIOTT Compan, 


FOR MOTORS 1—200 HP: 
Ridgway Division CROCKER-WHEELER DIV., AMPERE, N. J. 


RIDGWAY, PA Plants at: JEANNETTE, PA. «© RIDGWAY, PA. 
ad a AMPERE, N. J. © SPRINGFIELD, O. « NEWARK, N. J. 
DISTRICT OFFICES IN PRINCIPAL CITIES 
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American Institute of Electrical Engineers will hold Pacific general meeting, Phoenix, 
Ariz., Aug. 19-22, 1952. 





f 1S Coast Gas Association will hold annual meeting, Los Angeles, Cal., Sept. 3-5, 





| American Society of Civil Engineers will hold centennial celebration, Chicago, Iil., 
Sept. 3-13, 1952. 
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> 7 uaa Utilities Association will hold meeting, Virginia Beach, Va., Sept. 5, 6, 





National Housewares & Home Appliance Manufacturers Exhibits begin, Atlantic ) 
City, N. J., 1952. 





Wisconsin Utilities Association will hold management conference, Land O'Lakes, Wis., 
Sept. 7-9, 1952. 





{ Rocky Mountain Electrical League will hold fall convention, Glenwood Springs, Colo., 
Sept. 7-10, 1952. 





r 


North Dakota Association of Rural Electric Co-operatives begins meeting, Dickenson, 
D., 1952. 


isi*isis 





American Standards Association will hold national standardization conference, Chicago, 
Iil., Sept. 8-10, 1952. 





{ op feed of Mechanical Engineers will hold fall meeting, Chicago, IIll., Sept. 
8-11, 195 








[ Illuminating Engineering Society will hold national technical conference, Chicago, ¢ 
Tll., Sept. 8-12, 1952. 











| New England Gas Association will hold appliance servicing conference, Boston, Mass., 
Sept. 11, 1952. 





% Mid-West Gas Association will hold gas school and conference; Ames, Iowa, Sept. 
11, 12, 1952. 








{ Michigan Independent Telephone Association will hold annual convention, Lansing, 
Mich., Sept. 12, 1952. 














Courtesy, Texas Eastern Transmission Corporation 


Over the Hills and Faraway! 


Soft dirt cushioning on a rocky Tennessee hillside pipeline excavation. 
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Utilities 


FORTNIGHTLY 


Rate Making 


Inflattion—rapid rising cost of plant equipment, payrolls, taxes, 

all other operating expenses—means that state commissions will 

have to take a more practical view of the “original cost” concept 

in utility rate making. What are the factors involved? What can 

be done? Can the rate of return be used as an escape valve? 
What is the “law” involved in this situation? 


JuLY 3, 1952 


and Inflation 


By tHE HONORABLE JOHN P. RANDOLPH* 
GENERAL SOLICITOR, NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


exact science that could be re- 

duced to a formula. If it were 
only a matter of formula there would 
be no need for regulatory commis- 
sions. Each case requires the exercise 
of an informed judgment on the part 
of the regulators. The problems that 
have arisen during recent years to tor- 
ment the rate-fixing bodies demon- 


R*: making has never been an 


7 *For additional personal note, see, also, 
Pages with the Editors.” 


strate the futility of searching for an 
exact formula to be applied in all cases 
as was the tendency of some regula- 
tors in the not too distant past. 

The history of rate making includes 
more than half a century of legal con- 
flict. Many crucial battles have been 
fought and it is fair to say that in re- 
cent years rate regulation has been 
passing through its own postwar pe- 
riod. Unfortunately, what many had 
looked forward to as a new era of sim- 


JULY 3, 1952 





PUBLIC UTILITIES FORTNIGHTLY 


plified regulation has coincided with 
post-World War II, with the result 
that past legal problems fade into in- 
significance when compared to the 
complex postwar economic problems 
that must be met and solved in a criti- 
cal period when our entire economy is 
threatened by inflation. The past dec- 
ade has seen progressive dollar devalu- 
ation and the threat of further infla- 
tion hangs over our heads. 

As an aid to the solution of current 
regulatory problems, it may be help- 
ful to explore briefly what has been in- 
volved in the legal conflict, to pin down 
as firmly as possible just exactly what 
has been settled, to discuss a few of 
the new problems that must be met and 
solved in a critical postwar inflationary 
period, and to point out some of the 
methods that have been used to cope 
with the problem of inflation. The fol- 
lowing is designed to provide refer- 
ence and source material along such 
lines : 


History of Legal Conflict 


Sew Granger cases, Munn v. IIli- 
nois (1877) 94 US 113; Chicago, 
B. & Q. R.R. v. Iowa (1877) 94 US 
155; and Peik v. Chicago & North- 
western Ry. (1877) 94 US 164, es- 
tablished the right of the state to con- 
trol rates charged by businesses af- 
fected by a public interest. In these 
cases no limit was placed on the state’s 
power to regulate, and the amount of 
the rate fixed was supposed to depend 
solely on the discretion of the legisla- 
ture. These decisions were first limited 
in Chicago, Milwaukee & St. Paul Ry. 
v. Minnesota (1890) 134 US 418, 
where the Supreme Court held uncon- 
stitutional a statute which had created 
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a commission with power to fix rates, 
the reasonableness of which had been 
held to be conclusive on the courts. The 
ground of the Supreme Court’s opinion 
was that the question of what consti- 
tuted a reasonable rate was inherent- 
ly a judicial one, and that to commit 
this to the commission or legislature 
so as to foreclose judicial considera- 
tion of it violated the due process 
clause of the Fourteenth Amendment. 
In this case, no distinction was made 
between “unreasonable rates” and 
“confiscatory rates.” The concept of 
confiscation was first applied in Reagan 
v. Farmers Loan & Trust Co. (1894) 
154 US 362, the first case to hold rates 
established by state regulation so low 
as to be invalid under the Fourteenth 
Amendment. In this case the Supreme 
Court enjoined the enforcement of a 
rate which prevented an efficiently op- 
erated railway from paying the inter- 
est on its bonds. 


MYTH v. Ames (1898) 169 US 466, 
introduced into the field the stand- 
ard of “fair value.” A Federal circuit 
court enjoined the enforcement of rail- 
road rates set by a state legislature, the 
revenues from which were barely suffi- 
cient to pay operating expenses of cer- 
tain carriers and less than sufficient in 
the case of other carriers. The Supreme 
Court affirmed, holding the rates con- 
fiscatory as not permitting a fair re- 
turn upon the fair value of the property 
devoted to public service. This was the 
rule urged upon the court by repre- 
sentatives of the public and the test of 
confiscation actually was laid down in 


broad enough terms so that standing | 


alone the decision would not have in- 
terfered with regulatory flexibility. 
The difficulties came and the seeds of 
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RATE MAKING AND INFLATION 


the long legal conflict were really sown 
later when the fair value rule for test- 
ing confiscation was translated into 
what was, in effect, a reproduction cost 
new test of confiscation. 

The translation of the fair value rule 
into what was, in effect, a reproduction 
cost rule came about through a series 
of judicial decisions, the culmination 
of which was McCardle v. Indianap- 
olis Water Co. (1926) 272 US 400.! 


— rigid test of confiscation was 
in turn translated into a substan- 
tive guide for rate making. As pointed 
out in Mr. Justice Brandeis’ dissenting 
opinion in Southwestern Bell Teleph. 
Co. v. Public Service Commission of 
Missouri (1923) 262 US 276, at 296 :* 


... But the commissions undertook to 
make the rule their standard for con- 
structive action. They used it as a guide 
for making, or approving, rates. And 
the tendency developed to fix as rea- 
sonable, the rate which is not so low 
as to be confiscatory. 

Thus the rule which assumes that 
rates of utilities will ordinarily be 
higher than the minimum required by 
the Constitution has, by the practice 
of the commissions, eliminated the 
margin between a reasonable rate and 
a merely compensatory rate... 


The end of the legal conflict was 
foreshadowed with the decision in 
Federal Power Commission v. Natural 


1PUR1927A 15. 
2 PURI923C 193. 


Gas Pipeline Co. (1942) 315 US 575,® 
and finally came, of course, with the 
decision in Federal Power Commission 
v. Hope Nat. Gas Co. (1944) 320 US 
591.4 


What Has Been Settled 


AS is shown by the history of the 
legal conflict, the basic issue came 
to be whether rate-making agencies 
were required by the Federal Consti- 
tution to give predominant weight to 
reproduction cost in arriving at a rate 
base, irrespective of the economic con- 
sequences or other considerations. All 
the Supreme Court has said is that the 
Constitution does not require any for- 
mula (specifically reproduction cost) 
for a rate base. In this current infla- 
tionary period it is important to re- 
member that the Court has not said 
that it is unfair or improper to con- 
sider a major change in price levels. 
This open door is especially important 
if the change appears to be permanent 
or of long duration. 

From the standpoint of regulatory 
flexibility, it is important that the new 
judicial standards of constitutional 
law should not be translated into new 
and different rigid rate-making for- 
mulae. The distinction between the 
functions of courts and the functions 
of commissions, as pointed out by Mr. 
Justice Brandeis in the Southwestern 





$42 PUR NS 129. 
#51 PUR NS 193. 
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“RATE making has never been an exact science that could 
be reduced to a formula. If it were only a matter of formula 
there would be no need for regulatory commissions. Each 


case requires the exercise of an informed judgment on the 


part of the regulators.” 


5 
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Bell Case, is fundamental and should 
not be overlooked. The responsibility 
to fix reasonable rates now rests 
squarely with the commissions, and 
this responsibility cannot be discharged 
through the employment of any for- 
mula which seeks merely to arrive at a 
rate which is not so low as to be con- 
fiscatory. See B. W. Lewis, “Reason- 
able and Barely Nonconfiscatory 
Rates,” 15 Cornell Law Quarterly 573 
(June, 1930) ; State of New York v. 
United States (1947) 331 US 284°; 
New England Teleph. & Teleg. Co. v. 
Dept. of Public Utilities (1951) 97 
NE2d 509.° 


~~ should also be taken of a 
few requirements that the Hope 
Case did not relax, and which it is par- 
ticularly important for commissions 
to observe in order to avoid courts tak- 
ing over their rate-making functions. 
Thus it is still necessary that the rate- 
making agency spell out the basis for 
its decision. See Mississippi River Fuel 
Corp. v. Federal Power Commission 
(1947) 163 F2d 4337; Re New Eng- 
land Teleph. & Teleg. Co. (1949) 66 
A2d 135 (Vermont)*; City of New- 
port v. Citizens Utilities Co. (1950) 
70 A2d 590 (Vermont)®; Common- 
wealth Teleph. Co. v. Public Service 
Commission, 32 NW2d 247 (Wiscon- 
sin)."° These decisions represent an 
application of the rule, much empha- 
sized in recent years by the United 
States Supreme Court, that adequate 
findings of fact by the administrative 
tribunal are essential to permit proper 


569 PUR NS 278. 
688 PUR NS 73. 
769 PUR NS 129. 
879 PUR NS 508. 
982 PUR NS 125. 
1073 PUR NS 97. 
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judicial review. See Florida v. United 
States (1931) 282 US 194; Phelps 
Dodge Corp. v. NLRB (1941) 313 
US 177; United States v. Carolina 
Freight Carriers Corp. (1942) 315 
US 475"; Yonkers v. United States 
(1944) 320 US 685"; Colorado-Wyo- 
ming Gas Co. v. Federal Power Com- 
mission (1945) 324 US 626"; North 
Carolina v. United States (1947) 325 
US 507. Any regulator or staff mem- 
ber who is faced with the problem of 
drafting an opinion or finding would 
be well advised to study carefully 
Judge Stephens’ well-known opinion 
in the case of Saginaw Broadcasting 
Co. v. Federal Communications Com- 
mission, 96 F2d 554, which spells out 
in some detail the necessary contents 
of findings. 


M's of the foregoing is brought 
out in an address which the late 
John E. Benton, then general solici- 
tor of the National Association of 
Railroad and Utilities Commissioners, 
delivered at the 1945 convention of the 
NARUC. In this address Mr. Benton 
noted that “emancipation places upon 
those who are set free the responsibili- 
ties of freedom.” Cf. Knoxville . 
Water Co. 212 US 1, 18: 


The courts, in clear cases, ought not 
to hesitate to arrest the operation of 
a confiscatory law, but they ought to 
refrain from interfering in cases of any 
other kind. Regulation of public service 
corporations, which perform _ their 
duties under conditions of necessary 
monopoly, will occur with greater and 
greater frequency as time goes on. It 
is a delicate and dangerous function, 
and ought to be exercised with a keen 


1143 PUR NS 423. 
1252 PUR NS 504. 
1358 PUR NS 94. 
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Regulatory Responsibility during Inflation 


¢6¢ DecuLaTIoN, if it is to fulfill its responsibilities to the public of 

seeing to it that utility services continue to grow and improve, 
must recognize the problems presented by inflation and cope with them. 
Some of the effects of inflation on the expenses of doing business are 
quite obvious. Thus higher wage and material costs are immediately 
reflected, and no one can quarrel seriously with permitting the recovery 
of those costs through repricing the service, just as nonregulated 

business has done.” 





sense of justice on the part of the regu- 
lating body, met by a frank disclosure 
on the part of the company to be regu- 
lated. The courts ought not to bear the 
whole burden of saving property from 
confiscation, though they will not be 
found wanting where the proof is 
clear, The legislatures and subordinate 
bodies, to whom the legislative power 
has been delegated, ought to do their 
part. 

Our social system rests largely 
upon the sanctity of private property, 
and that state or community which 
seeks to invade it will soon discover 
the error in the disaster which follows. 
The slight gain to the consumer, which 
he would obtain from a reduction in 
the rates charged by public service cor- 
porations, is as nothing compared with 


§ his share in the ruin which would be 


brought about by denying to private 
property its just reward, thus unset- 
.B tling values and destroying confidence. 
On the other hand, the companies to 
be regulated will find it to their last- 
ing interest to furnish freely the in- 
formation upon which a just regulation 


can be based, 


M* BENTON, in the address re- 
ferred to above, also touched 
upon the subject of inflation. His ideas 
on that subject will be developed more 
fully below. It is sufficient to observe 
here that Mr. Benton felt that recent 
decisions of the United States Su- 
preme Court give assurance that prob- 
lems such as those brought about by 
severe inflation can be dealt with ef- 
fectively by commissions. 


New Economic Problems 


AS has been indicated, inflation is the 
dominant economic fact of to- 
day. All of the price indices show that 
our economy is experiencing the most 
severe inflation in its entire history. 
Even the most conservative index, the 
CPI, has risen to about 85 per cent 
above the 1935-39 level. This means 
that the dollar of today is worth about 
one-half what it was fifteen years ago. 
This, then, is the new economic fact 
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that distinguishes the regulatory prob- 
lems of today from those of the pre- 
war era. Regulation, if it is to fulfill its 
responsibilities to the public of seeing 
to it that utility services continue to 
grow and improve, must recognize the 
problems presented by inflation and 
cope with them. 

Some of the effects of inflation on 
the expenses of doing business are 
quite obvious. Thus higher wage and 
material costs are immediately re- 
flected, and no one can quarrel seri- 
ously with permitting the recovery of 
those costs through repricing the serv- 
ice, just as nonregulated business has 
done. This would present no particular 
problem for regulators except for the 
fact that the severity and rapidity of 
inflation, coupled with the time re- 
quired for the regulatory process, quite 
frequently result in the prescribed rates 
producing a lower earnings level than 
was deemed fair and reasonable by the 
regulatory commission. This is par- 
ticularly likely to occur when service 
rates are set on the basis of financial 
results of past periods. Another effect 
of inflation on the expenses of doing 
business is not quite so obvious but no 
less serious because it results in over- 
stating even the number of dollars of 
profit on the books of the utility. This 
comes about through charging the ex- 
penses with an insufficient number of 
dollars of depreciation accruals by bas- 
ing such accruals on historical cost fig- 
ures which have been rendered obso- 
lete by the inroads of inflation. 


O* the investment or capital side, 
the effects of inflation are just as 
serious and no less important. Some of 
these effects are immediately apparent. 
Thus, because of inflation the average 
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book investment required for each unit 
of revenue-producing plant tends to 
increase because of growth and nor- 
mal plant turnover. But there are more 
basic and fundamental problems which 
regulators must somehow meet and 
solve. 


peng enaiaer ange these problems 
stem from the fact that the earn- 
ings, or profits, are stated on the books 
of the utility in units (dollars) that are 
smaller than the units invested in the 
business. The prewar, or 1940, investor 
devoted large-size, full-value dollars to 
the enterprise. Since then, the dollars 
have shrunk in value or size by about 
one-half. Not all utility investors, of 
course, invested their money at the 
same time. Consequently, not all the 
invested dollars had the same value at 
the time of investment, since the price 
level has been constantly changing. In- 
equities obviously result from this situ- 
ation, and justice would seem to re- 
quire some adjustment so that the past 
investors will not be exploited in great] 
er and greater degree, with the danger 
that investors may lose confidence in 
such investments, thus increasing capi- 
tal costs. 

Inflation has also posed serious 
problems in regard to plant replace- 
ments. With prices rising in such 
marked degree, it is obvious that de- 
preciation charges based on original] 
cost will be inadequate to maintain the 
plant. This situation requires that in- 
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vestors provide ever-increasing 
amounts of capital merely to continu¢ 
furnishing service. Earnings on tha 
capital will, of course, be a burden (in 
creased by tax load) on future cus 
tomers for a cost which should have 
been borne by present customers. 
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RATE MAKING AND INFLATION 


Methods Used to Cope with the 
Problems of Inflation 


- grep problems are of recent 
origin and are still in the process of 
crystallization. The development of 
methods to cope with the problems is 
thus still in the exploratory stage. Re- 
cently a number of commissions have 
found that some of the effects of in- 
flation can be alleviated by placing 
more emphasis on the future instead 
of the past. Since rates are established 
for a reasonable period in the future, 
it is entirely proper to anticipate what 
the effects of inflation will be during 
such period. This procedure has been 
followed in several states and allow- 
ances made for declining earnings 
through either the rate base, the rate 
of return, or by specific allowances of 
income or by using a future test period. 
Whatever the form of allowance, an 
attempt was being made to make it 
possible for the utility to realize the 
rate of earnings that was deemed rea- 
sonable. This was clearly recognized 
by the public service commission of 
Missouri in its decision in a case in- 
volving the Southwestern Bell Tele- 
phone Company (Case No. 12,100), 
decided on January 15, 1952, in which 
the commission said: 
In order to prescribe rates which 
will give applicant a reasonable aver-. 
age return in the future we must again 


give serious consideration to the factors 
which have caused the diminution of 
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its rate of return in the past and which 
we are convinced will cause its rate 
of return, at least in some degree, to 
decline in the future. 


HE field of developing methods to 

cope with the more basic and 
fundamental effects of inflation on 
utilities is still largely unexplored. 
Some aspects of this problem were 
touched upon by Mr. Benton in his ad- 
dress, previously referred to, where he 
pointed out that conceivably the mat- 
ter could be dealt with either by in- 
creasing the rate of return or by ad- 
justing the rate base. As between these 
two alternatives, Mr. Benton favored 
adjusting the rate base, for the reason 
that the rate of return approach might 
necessitate varying rates of return 
among various utility companies per- 
forming the same class of service. This 
would be due to the differing propor- 
tions of investment made at the lower 
prewar price levels. Mr. Benton notes 
that this condition might well be mis- 
understood by the public and be un- 
popular. Adjustments in the rate base 
conceivably might be made either on a 
property approach or on a capital ap- 
proach. 

The property approach would in- 
volve arriving at a fair value of the 
property but, as has been pointed out, 
this value would not necessarily have 
to be based upon reconstruction cost 
new. All that would have to be done 


“THE problem of inflation is basically an economic problem 
which can best be solved by the wisdom and ingenuity of 
regulators rather than by the courts. 


The courts have 


placed the responsibility squarely in the hands of the regu- 
lators, and they have been freed from rigid legal formulae 
in discharging that responsibility.” 
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would be to recognize in some way the 
fact that in a period of fast rising 
prices the value of the property in- 
evitably is in excess of its depreciated 


original dollar cost. 
i’ a capital approach is used to ar- 
rive at a just rate base, some meth- 
od would have to be found for ex- 
pressing original investment in the 
same units as those used for expressing 
the income. A simple approach would 
be to restate the dollars of capital of 
the company in terms of dollars of to- 
day’s value. This would require mere- 
ly the computation of the value of each 
past year’s commitment of capital in 
relation to the current value through 
the use of index numbers. In this way, 
the real rate of return is approximated 
in a manner similar to that used by the 
United States Bureau of Labor Sta- 
tistics, for example, in determining the 
real wages of employees. A reasonable 
rate of “real return” might well re- 
quire more nominal dollars of earn- 
ings than are currently being realized. 
As Mr. Benton has stated : 


For example, if severe inflation shall 
occur, so that dollars shall shrink in 


purchasing power to a small fractio 
of the prewar level, no one but 
enemy to Capitalism would advocat 
that companies owning prewar prop 
erties should receive no more dolla 
for return than they were paid whe 
they received their return in dolla 


of prewar value. 
ow problem of inflation is basic 
ly an economic problem which cai 
best be solved by the wisdom and in 
genuity of regulators rather than b 
the courts. The courts have placed th 
responsibility squarely in the hands o 
the regulators, and they have bee 
freed from rigid legal formulae in di 
charging that responsibility. If the ney 
problems are met forthrightly and i 
adequate findings are made spelling 
out a sound basis for judgments ani 
conclusions, there is no reason to be 
lieve that there will be any necessity 
for the courts again taking over thé 
function of rate making. A tendency 
in this direction on the part of somé 
courts is now being evinced. This tend 
ency can best be forestalled by the 
regulators themselves—recognize th¢ 
problem and deal with it promptly, in 
telligently, and courageously. 





Practical Effects of Socialism in England 


aa 


HE walls of the prison close in day by day; the area of 
enterprise shrinks. Day by day the ceiling of oppor- 


tunity is lowered. We prisoners are charged more for the 
expense of multiplying jailers. Food and drink diminish in 
quantity and quality month by month. There is no incentive 
to bold undertakings except a heartless propaganda which 
urges all dogs collectively to jump the moon while keeping 
chained each dog with a spring or heart in him. 

“Socialism, as now interpreted here in England, is competi- 
tion without prizes, war without victory, and statistics without 


end.” 


—Excerpt from London Times. 
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atural Gas Supply and Federal 
Regulation 


Natural gas from Texas reached the New York city area more than 
a year ago and has now become available in part of New England. Last 
year the United States produced 8 trillion cubic feet of natural gas— 
an increase of 15.6 per cent over 1950 production and 61 per cent more 
than produced in 1946. In this phase of active expansion, two questions 
arise: (1) Will the supply of gas be adequate to meet the increasing 
demands? (2) Does the welfare of the consumer require Federal regula- 
tion of the gas producer? This article suggests that Federal regulation 
would result in reducing the supply available to residential consumers. 


By LYON F. TERRY* 
VICE PRESIDENT, THE CHASE NATIONAL BANK 


HE proved reserves of natural 

gas in the United States are esti- 

mated annually by the committee 
n natural gas reserves of the Ameri- 
an Gas Association. Its recent esti- 
ate as of December 31, 1951, was 
94 trillion cubic feet. This is 24.3 
mes last year’s production and, with 
e rapid expansion of the gas business 
ince World War II, that ratio has 
een decreasing. Five years previously 
e ratio was 32.5. Production will 
ontinue to increase rapidly and by 
960 may readily reach 15 trillion 
bic feet. And the ratio of reserves 
D annual production, now 24.3, will 
robably continue to decrease, but that 
eed not cause concern so long as addi- 


*For additional personal note, see, also, 


Pages with the Editors.” 


tions to known reserves substantially 
exceed production. 

In 1951, for example, additions to 
reserves by discoveries, extensions, 
and revisions were estimated at 16.2 
trillion cubic feet, or slightly more than 
twice as much as production. Similar- 
ly, for the past five years about two 
cubic feet, on the average, have been 
added to known reserves for each cubic 
foot of gas produced. It is this con- 
tinual increase in proved reserves that 
is necessary to keep the industry on a 
sound basis. 


we the total future supply, in- 
cluding the reserves yet to be dis- 


covered, cannot even be approximated, 
reasons have previously been presented 
by me for estimating, on most con- 
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servative premises, that the future re- 
coverable gas supply will be some 
amount in excess of 500 trillion cubic 
feet. Of that total, 180 trillion were 
then proved reserves, and the balance, 
something in excess of 320 trillion, 
was estimated as the gas to be found 
in the future. 

Since making that estimate, I have 
had no reason to think it is too high. 
In fact, review of the National Petro- 
leum Council’s report on “Future Sup- 
plies of Oil and Gas,” conversations 
with other engineers, and considera- 
tion of the recent rapid rate of addi- 
tions to proved reserves lead me to 
believe that the 500 trillion minimum 
figure was probably too conservative. 
In any case, the most important part 
of the future supply consists of re- 
serves yet to be discovered. 


Exploration for Future Supplies 


MM’ of the known reserves of 
natural gas has been found in 
the search for crude oil. Natural gas 
and oil were originated by similar 
earth processes and are found in na- 
ture in the same type of structural 
formations; hence the future discov- 
ery of new gas reserves will require 
exploration for both oil and gas. 
Oil and gas have been produced in 
this country since 1859. In the early 
days, production was from shallow 
depths and from reservoirs that were 
the most readily found. Early geologi- 
cal surveys by many competing com- 
panies revealed the most likely pro- 
spective structures. Such exploratory 
work was followed by geophysical and 
improved techniques and drilling to 





1“The Future Supply of Natural Gas,” by 
Lyon F. Terry. 1950 Proceedings, American 
Gas Association, pages 155-159. 
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greater depths on less perfect and less 
likely structures and in more remote 
areas. 

Prior to 1900, wells had been drilled 
to only 3,000 feet. By 1925 tests ha 
gone to 8,000 feet, while recent drill 
ings have exceeded 20,000 feet. Th 
cost of a well, per foot of depth, in 
creases sharply at great depths. Eacl 
new field discovered means one les: 
field to be found. No matter how largy 
or small the future discoveries eventu 
ally prove to be, they will requir 
deeper and deeper drilling at increas 
ing costs. And to find and gather thy 
future gas supply will ultimately re 
quire drilling all prospective areas i 
locations far from present gas lines 
the extension of present mains by a: 
enormous network of pipelines, anj 
exhausting the reservoirs down to thi 
last pound of pressure. This will by 
accomplished at increasing costs whic 
will need to be paid by the consume 
—to the extent that they want the gas 


Risks of Exploration 


—o oil- and gas-producing indus 
try has built up its present larg 
productive capacity and reserves bi 
developing very effective instrument 
and procedures. The selection of likeli 
locations to be drilled is based upo 
geological, geophysical, and other sci 
entific surveys and indications of th 
subsurface strata. These tools ani 
methods of the explorer are continu 
ally being improved. But while suc 
technical processes may reveal the c 

figuration of the underground sedi 
ments, they cannot foretell whethe 
the strata studied contain oil or gas 
Although science may reduce th 
chances of a dry hole, only the drij 
can determine the presence of oil ¢ 
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gas. And in practice the risk incurred 
in the drilling of what are termed 
“rank wildcats”—.e., tests for the 
purpose of finding new oil or gas fields 
—is exceedingly great. On the average, 
only one rank wildcat out of nine is 
successful. 

The mathematics of wildcatting is 
summarized impartially and profes- 
sionally in the annual reports of the 
committee on exploratory drilling of 
the American Association of Petrole- 
um Geologists, headed by Dr. Fred- 
eric H. Lahee, geologist and research 
counselor of Sun Oil Company. His 
latest report*® reveals the following 
significant ratios : 

Of all new-field or rank wildcat 
tests completed in 1944-46: 


1 in 9 was successful; 7.e., was not 
a dry hole. 

1 in 44 discovered a field of at least 
1,000,000 barrels of reserves. 

1 in 967 discovered a field having 
50,000,000 barrels of reserves; i.e., 
what is usually referred to as a major 
field. 


Of the total rank wildcats drilled in 
the year 1950: 


24 per cent were drilled and/or fi- 
nanced by major companies. . 





2 “Exploratory Drilling in 1950,” by Frederic 
H. Lahee, Bulletin, American Association of 
Petroleum Geologists, Vol. 35, No. 6 (June, 
1951), pages 1123-1141. 


76 per cent were completed by minor 
companies or independents. 


Of the total rank wildcats completed 
in 1950: 
18 per cent of those completed by 
major companies were successful. 


9 per cent of those by minors and 
independents were successful. 


HILE one rank wildcat in nine 
tests is rated as a discovery, Dr. 
Lahee points out that a discovery of 
a 1,000,000-barrel field is “near the 
economic limit” and the odds of such 
success are only one in forty-four. 
Wildcatting is a risky business. His 
data also show that, while the major 
companies are almost twice as success- 
ful per test as the independents, the 
independents drill three-fourths of the 
rank wildcats. The independents ap- 
parently employ technical methods to 
a lesser degree than the majors, or 
take more chances, but, in any case, 
drill more wildcats. 
This shows the importance of the 
independent producer in finding new 
supplies of oil and natural gas. The 
record is replete with instances of small 
independent operators taking chances 
that the major companies refuse to 
undertake and fimding fields which 
otherwise would not have been dis- 
covered. The Spindletop field, the dis- 
covery field in south Texas, was 


+7 


q 


“THE proved reserves of natural gas in the United States 
are estimated annually by the committee on natural gas re- 
serves of the American Gas Association. Its recent esti- 


mate as of December 31, 1951, was 194 trillion cubic feet. 
This is 24.3 times last year’s production and, with the rapid 
expansion of the gas business since World War II, that 
ratio has been decreasing. Five years previously the ratio 


was 32.5,” 
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brought in by Captain Lucas after 
Standard Oil experts had rejected the 
prospect. The largest oil field in this 
country, the East Texas field, was 
found in 1930 by Dad Joiner, financed 
on a shoestring, after the major com- 
panies had scanned the area for years. 
It takes the independent producers and 
the random wildcatting to find the new 
reserves and thus maintain our supply 
of oil and gas. 


Federal Regulation of Natural Gas 
Companies 


HE Natural Gas Act of 1938 au- 
thorized the Federal Power Com- 
mission to regulate interstate gas 
transmission companies. But the act 
specifically provided that it “shall not 
apply to. . . the production or gather- 
ing of natural gas.” However, the com- 
mission early claimed jurisdiction over 
the producing and gathering opera- 
tions of interstate transmission com- 
panies, defined by the act as “natural 
gas companies” and this has been sus- 
tained by the courts. On the other 
hand, the several state conservation 
commissions have long since held regu- 
latory jurisdiction over the production 
of oil and gas, soundly based upon the 
conservation of natural resources. 
To remove any doubt as to the pos- 
sible jurisdiction of the FPC over nat- 
ural gas producers other than inter- 
state transmission companies, the 
Rizley-Moore bills were brought be- 
fore Congress in 1947, followed by 
the Kerr Bill, introduced in 1949. The 
Kerr Bill was passed by Congress in 
1950 but was vetoed by the President. 
Thereafter the FPC proceeded against 
the Phillips Petroleum Company to 
ascertain whether it held jurisdiction 
over that company’s natural gas-pro- 
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ducing and gathering properties. In 
July, 1951, the commission announced, 
in a 4-to-1 decision, that it did not 
have such jurisdiction. The commis- 
sion’s own finding of its lack of juris- 
diction has been appealed to the U. S. 
Court of Appeals for the District of 
Columbia by the cities of Detroit, 
Milwaukee, and Kansas City, and by 
certain other governmental organiza- 
tions, in the alleged interest of con- 
sumers. 


Steuer are two general forms of 
regulation that have become estab- 
lished in the natural gas industry: 

(1) Regulation of transmission and 
distributing companies serving com- 
munities of residential consumers. 
Such companies, like other public utili- 
ties, are held to be affected by a public 
interest and are protected by franchise 
from competition in their respective 
territories. To protect the numerous 
small and otherwise helpless customers 
of such utilities against possible un- 
reasonable charges for service, their 
earnings are subjected to regulation. 
By being protected from competition, 
the business risks are much reduced 
and these utilities enjoy an assurance 
of steady earnings and permanence 
corresponding to the growth of popu- 
lation in the community served. They 
are all but guaranteed a profit. Con- 
sequently, such companies maintain 
their credit and finance their growth 
on the basis of a moderate rate of 
return, 

(2) Regulation of oil and gas pro- 
ducers. Such regulation by state com- 
missions is to insure the conservation 
of natural resources and to protect 
one producer against drainage by a 
neighbor—not to regulate earnings or 
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Gas Supply Must Be Rewarded 


weal Brees can be a supply of natural gas in this country sufficient 
to meet the needs of the rapidly increasing demand, provided 
the gas producers are encouraged to search for new reserves. Explora- 
tion is an expensive and hazardous undertaking that must be paid for 
out of production. The producer is entitled to profits that will induce 
him to continue exploring. Without such inducement, there would be 
no further exploration and the available supply of gas would soon 
diminish.” 





prices. The producers have no monop- 
oly, no franchise, and no guaranty of 
earnings. The law of supply and de- 
mand takes care of prices in the gas- 
producing field where there is plenty 
of competition among producers and 
among purchasers. 


Bowe gas producer, to stay in busi- 
ness, must keep on finding new 
gas reserves. His profits from produc- 
tion must also repay him for his risks 
and costs of searching for new sup- 
plies. The public is familiar with the 
statements of the large, successful oil 
companies which show fine earnings, 
especially in good times. But few are 
aware of the losses of the hundreds 
of independent operators who fail and 
the large amounts spent by wildcatters 
and promoters attempting to get rich 
out of oil. Their explorations are a 


part of the combined effort necessary 
to find the future supply of gas for 
this country. It is a hazardous business 
and the explorers for new supplies can 
only be induced to carry on if the 
prospects of high rewards to the suc- 
cessful will make up for the losses of 
frequent failures. 

The American Petroleum Institute 
estimates the average cost of a wildcat 
well at $90,000. Would you invest 
$90,000 of your money in a wildcat 
venture offering one chance in nine of 
getting your money back, but only one 
in forty-four of striking a really prof- 
itable field, if you knew you would be 
regulated down to a 6 per cent return 
on cost if you struck the pay? 


‘T ‘HE economics for producers is en- 
tirely different from that of utili- 
ties. Six per cent on original cost of 
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property would be ridiculous for small 
producers searching for oil and, by 
Dr. Lahee’s careful figures, three- 
fourths of the rank wildcats are 
drilled by small producers. And 6 per 
cent is also untenable to large pro- 
ducers. 

Since the FPC has assumed regu- 
lation of the production of transmis- 
sion pipelines, these companies have 
divorced their producing properties so 
far as possible, buy their gas supplies 
from others, and do not drill wildcats 
in the search for new supplies. Some 
of the large oil companies have re- 
fused to sell gas in any substantial 
quantities to interstate transmission 
companies, since they cannot risk being 
subjected to Federal regulation. If gas 
production should be regulated, oil 
production might be next. This holding 
back of supplies in itself has already 
made gas less available and more ex- 
pensive to consumers. And the threat 
of regulation retards exploration for 
additional supplies. 


oo is an important and rapidly 
growing use of natural gas near 
the gas fields of the Gulf coast by 
chemical companies which need gas as 
raw material for making plastics and 
innumerable other products. Such im- 
portant companies as Dow Chemical, 
Mathieson Chemical, Celanese, du 
Pont, Nueces Rubber, and Monsanto 
Chemical have built large plants on the 
Gulf coast, while American Cyanamid, 
Commercial Solvents, Diamond AIl- 
kali, Phillips Chemical, Aluminum 
Company of America, Texas East- 
man, Koppers, Kaiser Aluminum, and 
others have plants under construction. 

Strong political pressure is being 
exerted to keep Texas and Louisiana 
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gas within those states to help boost 
industrial growth. Why sell the nat- 
ural gas, with which these states are 
blessed, to Northerners who have 
plenty of coal? Especially why permit 
its export at ridiculously low prices? 
Gas consumed within the state where 
it is produced is not in interstate com- 
merce and cannot be subjected to Fed- 
eral jurisdiction. Hence, if gas pro- 
ducers selling to interstate pipelines 
should be subjected to FPC regulation, 
they would turn to selling locally. And 
the large oil companies, which are go- 
ing in for more and more petro- 
chemical production, could utilize their 
gas supplies by building their own 
chemical plants to realize the intrinsic 
value of their gas reserves. 


The Proponents of Federal 
Regulation 


N™ there are many good people 
who would like to see Federal 


regulation of gas producers. The con- 
sumers in the northern states, far re- 
moved from the producing areas, nat- 
urally would be pleased to see lower 
prices for natural gas. It would appear 
to be a simple thing for the FPC to 
say to the gas producers: “You can 
only earn 6 per cent on the original 
cost of your property, less depreciation 
to date—which would give you, say, 
four cents per thousand cubic feet in- 
stead of the eight cents the purchasing 
company is paying you.” The producer 
has been getting the eight cents because 
if one purchaser won’t pay such price 
another will, and, in any case, it is 
cheaper than coal or oil to the con- 
sumer, or he wouldn’t buy it. At first 
glance, cutting back the producer from 
eight cents to four cents would appear 
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to be a windfall for the consumer. But 
would it? 

Reducing the price of gas at the well 
by, say, four cents per thousand cubic 
feet would affect the residential con- 
sumer in the North but slightly. As- 
suming the reduction to be passed 
along by the transmission and distribu- 
tion companies to the residential con- 
sumer, it would reduce the price of 
natural gas for home consumption in 
Milwaukee, for example, from ap- 
proximately $1.30 to $1.26 per thou- 
sand cubic feet ; i.e., by 3 per cent—not 
enough to matter, if he prefers nat- 
ural gas fuel. But the reduction from 
eight cents to four cents would be a 
serious matter to the producer. 


T’ Federal regulation should follow 
the practice of transmission line 
regulation, it would result in setting 
field prices at levels sufficient to earn 
an allowable rate of return on cost— 
6 per cent is allowed transmission com- 
panies. This would produce different 
prices in the same field, depending upon 
varying costs of the several producers, 
and would upset the existing regula- 
tion of the state conservation commis- 
sions. It would no doubt require the 
obtaining of approval on locations to 
drill, countless forms, reports, investi- 
gations, hearings, and directives. It 
would force small producers to quit 


the business and large producers to sell 
to chemical or other industries locally. 
It would restrain further exploration 
and reduce the finding of additional 
supplies, and thus slow down the rate 
of discovery. And by the time increas- 
ing gas demand caught up with a de- 
creasing discovery rate, the consumers 
would quit thinking about regulation 
and would start shouting for more gas 
at any price. 


Wem is the real purpose of the 
proponents of Federal regula- 
tion? Could it be that the consumers 
want to get their gas to the kitchen 
stove at less than it is really worth? 
Certainly the producers should be en- 
titled to fair payment for taking the 
risk of finding new gas supplies for 
the ultimate benefit of the consumers, 
who are in no position to produce gas 
or search for new gas. The Federal 
Power Commission does not risk 
money nor can it find new gas supplies. 
It is obvious that a 6 per cent return 
on cost would not be fair pay to the 
producer and explorer. In the free 
economics of this country, the gas 
producers and explorers for gas sup- 
plies perform a necessary service for 
the consumers. The service should be 
paid for—whatever it is worth. But 
whether the producer is entitled to 
adequate compensation or not, he sim- 


e 


mission line regulation, it would result in setting field prices 


q “Ir Federal regulation should follow the practice of trans- 


at levels sufficient to earn an allowable rate of return on 
cost—6 per cent is allowed transmission companies. This 
would produce different prices in the same field, depending 
upon varying costs of the several producers, and would up- 
set the existing regulation of the state conservation com- 


missions.” 
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ply will not go ahead finding new gas 
unless he profits by so doing. If the 
consumers could muster enough votes, 
they could conceivably have their pro- 
ducers regulated. But that would not 
find the gas for them—it would only 
slow down the rate of new discoveries. 


Siw National Petroleum Council’s 
committee on oil and gas availabil- 
ity has prepared a comprehensive re- 
port dated January 29, 1952, on Pres- 
ent and Future Supplies of Oil and 
Gas. 

Certain significant conclusions of 
that committee may be quoted as fol- 
lows : 

The United States and the world 
can count upon increasing supplies of 
oil and gas not only for the next few 
years but for the foreseeable future, 
provided that reasonable economic in- 
centives, adequate materials, and a@ 
favorable climate for private invest- 
ment prevail. 

The major threat to future oil sup- 
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plies would be any interference with 
economic incentives which might act 
to prevent the normal development 
which would otherwise occur. 


Conclusion 


CBee: can be a supply of natural 
gas in this country sufficient to 
meet the needs of the rapidly increas- 
ing demand, provided the gas pro- 
ducers are encouraged to search for 
new reserves. Exploration is an ex- 
pensive and hazardous undertaking 
that must be paid for out of produc- 
tion. The producer is entitled to profits 
that will induce him to continue ex- 
ploring. Without such inducement, 
there would be no further exploration 
and the available supply of gas would 
soon diminish. Hence, it is to the con- 
sumer’s own interest to see that the 
producer be accorded sufficient profit 
and freedom of action to stimulate 
him to continue exploring for new 
reserves of natural gas. 





Power-hungry Bureaucrats 


cé 


HE power-hungry bureaucrats in Washington are so 


well entrenched that they have become largely self- 
perpetuating. Administrations come and go, but bureaus go 
on forever. The President and Congress can create new bu- 
reaus and agencies, expand existing ones and add to their 
powers. But neither the President nor Congress can do much 
to cut down the permanent bureaucracy. Government agencies 
and bureaus are relatively independent of the administration 
and able to exert political pressure on Congress to get what 
they want. The principal objective of the permanent Wash- 
ington bureaucracy is the aggrandizement of their own power. 
They are skilled in lobbying and propaganda and are using 
the defense emergency to promote further Socialism, to get a 
strangle hold on the American economy, and to increase and 
perpetuate their own power. They constitute a totalitarian 
threat more dangerous than Communism.” 


—TOWNER PHELAN, 


Vice president, St. Louis Union Trust 
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Should Fair Return Be Limited to 


i 





Cost of 


Moneyr 


How can utilities continue to attract equity capital 

on the basis of a “bare bones” return, limited to the 

cost of capital in the past, when all immediate pros- 

pects point to high prices, including the cost of 
money? 


By RALPH E. BADGER* 


HE electric utility industry is an- 

nually faced with the task of fi- 

nancing upwards of $2.5 billion 
of new construction. Of this $2.5 bil- 
lion (approximately), some $1.5 bil- 
lion will have to be raised in the capital 
markets by privately owned utility 
companies (in competition with other 
users of capital), about $250,000,000 
by public agencies, about $500,000,000 
will be provided for through deprecia- 
tion and amortization charges, and the 
balance, about $250,000,000, will be 
financed by common stockholders 
through what is known as “plough- 
back.” 

The $1.5 billion, representing the 
electric utility industry’s annual re- 
quirements for new capital, must be 
acquired by the sale of both stocks and 
bonds if the capital structure of the in- 
dustry is to remain in a healthy and 
sound state. As of the beginning of last 





*For personal note, see “Pages with the 
Editors.” 


year, common stock and surplus con- 
stituted 37.43 per cent of total capi- 
tal employed by privately owned class 
A and B electric utilities in this coun- 
try. If this relationship is to continue 
—that is, if no impairment is to occur 
in respect to capital structure within 
the industry—at least $400,000,000 of 
new capital annually must be obtained 
by privately owned electric utilities 
through the sale of common stock. 


Fe the years 1946 to 1950, inclusive, 
the industry as a whole earned 
about 6.3 per cent on its average in- 
vested capital. During this period, pri- 
vate electric utilities raised a total of 
new capital (including that reinvested 
by common stockholders) in the 
amount of $5.86 billion, of which 
$1.74 billion, or about 30 per cent, was 
in the form of common stock capital. 
Thus, during this recent 5-year period, 
the industry as a whole, with a 6.3 per 
cent return, was barely able to main- 
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tain its present distribution of capital 
structure. 

These figures have a considerable 
significance in the light of recent de- 
velopments which, because of their 
impact on the earnings of electric utili- 
ties, must have an inevitable tendency 
to depress the earnings performance 
of the industry. 

Let us consider, for example, the 
provisions set forth in the 1950 Excess 
Profits Tax Law, whereby the earn- 
ings of electric and gas utilities in ex- 
cess of 6 per cent on invested capital 
are subject to excess profits taxes, and 
whereby telephone companies are 
limited to a 7 per cent return before 
being subject to excess profits taxes. 
This tax limitation in itself, unfor- 
tunately, may carry in certain circles 
an indication of probative support to 
6 per cent as the top limit in the mat- 
ter of return for the electric utility 
industry. In any event it acts as a limit 
on the earning capacity of many com- 
panies, since it is difficult to visualize 
a commission allowing rates sufficient- 
ly high to subject the companies under 
its jurisdiction to excess profits taxes, 
in an effort to permit such companies 
to earn a return in excess of 6 per cent. 
More than that, there follows a defi- 
nite tendency for commissions to find 
a return as low as 5.5 per cent, or even 
lower, to be the fair return for electric 
utility companies. This trend is no 
doubt helped by the willingness of the 
Federal Power Commission and other 
Federal agencies to furnish testimony 
before state commissions in support of 
a fair rate of return below 6 per cent. 


M**x astute investors already have 
taken an adverse attitude to- 
ward utility common stocks, which, of 


JULY 3, 1952 





20 


course, restricts the market for new 
issues. It will indeed be unfortunate 
if the industry has to rely upon the 
uninformed investor for its capital re- 
quirements, or for a set of economic 
conditions that limits the advisability 
of investment in utility common stocks 
to periods when they become a good 
defensive medium for investment. 

Now, what steps can be taken by 
management to prevent the prospec- 
tive decline in earnings for the indus- 
try? The obvious and perhaps the only 
effective course of action lies in the 
development of a continuous and ag- 
gressive educational campaign de- 
signed to clarify the “fair rate of re- 
turn” concept for the regulatory au- 
thorities, both national and state, which 
authorities in the last analysis will de- 
termine the rate at which the industry 
will earn. 

The first step in this educational 
campaign, it seems to me, is to empha- 
size the broad distinction which exists 
between the “cost of money or capital” 
concept on the one hand and the “fair 
rate of return” concept on the other. 
These two concepts are related at only 
one point. Obviously, any return which 
is below the cost of money is confisca-| 
tory and utterly fails to meet the test! 


of “fair rate of return.” But the con- 


verse of this proposition—that cost of 
money can measure the fair return— 
does not follow at all. There is no 
necessary relationship between the 
two concepts—except at the point of 
lowest level. 


. y yx of money” means either the 

imbedded cost of fixed-charge 
capital already acquired and employed 
by the utility, plus an assumed cost of 
equity capital; or the so-called “spot 
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SHOULD FAIR RETURN BE LIMITED TO COST OF MONEY? 


cost” of additional or incremental 
capital computed first by approximat- 
ing the costs at which debt, preferred 
stock, and common stock capital may 
be acquired under current market con- 
ditions, and then combining the costs 
attached to each class of capital into 
an over-all or composite cost rate, 
based on an assumed capital structure. 
If correctly applied, the spot cost of 
acquiring additional capital should be 
predicated on a proper or standard 
capital structure, and not necessarily 
on the capital structure of the com- 
pany under review. 


FACTUAL determination of “bare 

bones” over-all cost of capital for 
a typical electric utility company today 
will produce a cost rate of between 
5.75 per cent and 6 per cent. Thus, any 
determination of fair rate of return 
under 6 per cent is not a fair rate of 
return—it is simply the “cost of money 
or capital.” The fair rate of return is 
not actually represented by a per cent 
rate of return on some predetermined 
rate base at all—it is in reality the 
number of dollars the utility requires 
(1) to meet operating expenses, (2) 
to service the company’s fixed-charge 
capital, and (3) to provide a return to 
the common stockholder ‘“commen- 
surate with returns on investments in 
other enterprises having similar risks.” 


a 


The Supreme Court used almost this 
identical language in the Bluefield 
Case. In the Hope Natural Gas Case, 
again the Supreme Court states: 
From the investor or company point 
of view it is important that there be 
enough revenue not only for operating 
expenses but also for the capital costs 
of the business. These include service 
on the debt and dividends on the stock. 
. By that standard the return to 
the equity owner should be commensu- 
rate with returns on investments in 
other enterprises having correspond- 
ing risks.® 


). we determining the number of 
dollars the utility is entitled to 
earn in order to meet the tests of a fair 
rate of return, such dollars can then be 
related to some form of base; 1.e., 
original cost of plant plus net work- 
ing capital, less depreciation; total in- 
vestment; the reproduction value of 
the property devoted to public use, less 
observed depreciation ; or a fair value 
rate base. The percentage figures so de- 
veloped, however, become incidental 
to the problem, not an integral factor 
in the problem. 

This point of view and general ap- 
proach are extremely important, in 





1 Bluefield Water Works & Improv. Co. v. 
West Virginia Pub. Service Commission 
(1923) 262 US 679, PUR1923D 11. 

2 Federal Power Commission v. Hope Nat. 


ny om (1944) 320 US 591, 603, 51 PUR NS 


titude toward utility common stocks, which, of course, 


q “MANny astute investors already have taken an adverse at- 


restricts the market for new issues. It will indeed be un- 
fortunate if the industry has to rely upon the uninformed 
investor for its capital requirements, or for a set of eco- 
nomic conditions that limits the advisability of investment 
in utility common stocks to periods when they become a 
good defensive medium for investment.” 
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view of the techniques which are fre- 
quently used by witnesses testifying in 
behalf of commissions in rate cases in- 
volving a determination of fair rate of 
return and the inclination of certain 
regulatory authorities to everempha- 
size cost of capital as a measure of the 
fair rate of return. Let us examine 
briefly some of the techniques used by 
such witnesses. 

Almost invariably the commission 
witness in such cases makes a statistical 
study of bond and preferred stock 
yields, including a study of the yields 
at which the company’s own securities 
sell. Thereafter, a few tables are of- 
fered showing the current earnings: 
price ratios at which typical utility 
stocks are selling. The average of such 
yields may or may not be properly ad- 
justed for selling costs, before the wit- 
ness accepts such ratios as determin- 
ing the “cost of common stock capital.” 
These costs, so approximated, are then 
applied to the capital structure of the 
company in question to determine the 
over-all cost of capital to the company. 
It might be noted in passing that an 
analysis of the prices at which entire 
issues of stock are sold by utilities will 
frequently show up .75 per cent to 1.25 
per cent higher than spot earnings to 
price ratios established by small day- 
to-day trading and not influenced by 
the increased supply of stock at the 
time of an offering for new capital 
purposes. 


ly any event, after determining costs 
of specific segments of capital, the 
witness applies such costs to the exist- 
ing capital structure of the company. 
Thus, a company with 60 per cent debt, 
15 per cent preferred stock, and 25 per 
cent common stock, will have an over- 
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all capital cost of say 5.35 per cent (as- 
suming a 3.5 per cent debt cost, a 5 per 
cent preferred stock cost, and a 10 per 
cent common stock cost). This meth- 
od, if followed to its logical conclusion, 
has the effect of permanently prevent- 
ing the company from effecting any 
improvement in its structure. Even if 
the 5.35 per cent is earned, the com- 
pany cannot increase its common stock 
component without another rate case, 
for, assume that it tries to increase its 
common stock component to 30 per 
cent, then an over-all earnings rate of 
5.35 per cent would allow only 8.9 per 
cent on common stock, an inadequate 
rate to permit a new flotation of com- 
mon stock by the witness’s own deter- 
mination. 

The method customarily employed 
by commission witnesses inevitably 
produces a cost of capital that varies 
directly with the per cent of common 
stock in the company’s structure. 


| eg us look carefully at that point. 
Is there any real reason why the 
“fair rate of return” should vary for 
two companies identical in all respects 
except that of capital structure? As- 
sume for the moment that a “fair rate 
of return” determination is made for 


Company A, with a standard or accept- | 


able capital structure. Assume that 
Company B, similar in all respects to 
Company A, except in the matter of 
capital structure, chooses to do a larger 
per cent of its financing by debt than 
Company A. Does this mean that the 
fair rate of return for Company B 
should be less than for Company A? 
To be sure, at the same over-all rate 
of return for both companies the stock- 
holder’s investment in Company B 
produces a higher rate of return (al- 





—— 





i aoe me hUc OUCH CU lC CU 


QO fm ers #74 4S AF Ol 


wn 





(as- 
per 
per 
eth- 
ion, 
ent- 


n if 
om- 
tock 


ase, Pf 


e its 


e of 
per F 
uate F 


om- 
ter- 


yyed 
ably 
ries 
non 


int. | 
the | 


for 
ects 
As- 
rate 
for 
ept- 
that 
s to 
- of 
‘ger 
han 
the 
y B 


rate 
»ck- 
r B 
(al- 





Wa ete egy er 





SHOULD FAIR RETURN BE LIMITED TO COST OF MONEY? 











There Is Still Risk in Utilities 


iT 4 HE protection which a proper and balanced capital structure 

gives to both the senior security holders and to the common 
stockholders of any company becomes important when its industry 
is subjected to stresses, either because of fundamental changes affect- 
ing the industry or because of a general depression, or both. The mere 
fact that conditions have been generally favorable to the electric utility 
industry for a number of years does not eliminate the possibility of 

unfavorable future developments.” 





though not a higher return in terms of 
total dollars) than in the case of Com- 
pany A. But, are not the common 
stockholders in Company B entitled to 
a higher rate of return than in the case 
of Company A because of the higher 
risk which they have assumed? 


| gwen similar anomaly exists 
when a cost of capital study em- 
ploys the concept that the cost of com- 
mon stock capital varies with the divi- 
dend pay-out ratio of a given com- 
pany. The thesis has been developed 
among certain experts that the cost of 
common stock capital to a utility com- 
pany may be lowered by increasing the 
amount of dividends paid relative to 
the amount of earnings available for 
common stock; #.e., by increasing the 
so-called pay-out ratio. There are 


grounds for disagreeing with the gen- 
eral thesis that utility companies 
should increase pay-out ratios in order 
to lower the hypothetical cost of ac- 
quiring common stock capital. In fact, 
what justifiable basis can there be for 
relating the fair rate of return for an 
electric utility, or for any other type 
of utility to its dividend policies? The 
question of dividend policies should be 
resolved by the directors of a company 
on the basis of its capital structure, 
and a variety of other factors which 
are related to the stability of the com- 
pany’s earnings and its operations. If 
a regulatory commission is to make a 
determination of the fair rate of return 


“to be allowed on the theory that this 


return should be governed in some way 
by the dividend pay-out ratio, the com- 
mission indirectly substitutes its judg- 
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ment for that of the directors in the 
matter of dividend policies. 


| ey us assume a typical high-grade 
electric utility, which has out- 
standing common stock with a book 
value of $100 a share, which is earn 
ing $10 a share, and which is paying 
a $6 dividend. This stock should sell 
today at about $110 a share, to yield 
5.45 per cent before individual taxes, 
3.82 per cent after a 30 per cent in- 
dividual income tax, or 2.73 per cent 
after a 50 per cent individual tax. As- 
sume $4 per year is ploughed back for 
five years and that this accumulated 
surplus is permitted to earn 10 per cent. 
At the end of five years, the market 
value of the stockholder’s investment 
should equal $126.84 a share and 
should be producing $12.68 a share in 
earnings. At that time, his stock should 
have a market value of $139.48 and 
should be paying $7.60 a share in divi- 
dends. His total return over the period 
would be $53 a share if in the 30 per 
cent bracket, or $46.22 if in the 50 per 
cent bracket.’ If this same corporation 
had paid out all of its earnings, the 
stockholder in a 30 per cent bracket 
would have received over the 5-year 
period $35; if in the 50 per cent 
bracket, $25. Thus, if one assumes the 
sanctity of the utility’s surplus—t.e., 
that it will not be reduced by write- 
offs, and that it will be permitted to 
earn a fair return—then the investor 
should logically value the earnings of 
a utility with a low pay-out ratio higher 
than the earnings of a company with a 
high pay-out ratio, other factors being 





8 Based on assumption of 60 per cent pay-out 


ratio applied to annual earnings. Dividends 
over the period would be at an annual average 
rate of $6.80. 
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equal. This is a phenomenon common 
to industrial stocks and, therefore, is 
subject to empirical demonstration. 

It is apparent from this that an in- 
crease in pay-out ratio alone does not 
affect earnings to price ratios. In the 
case of the electric utility industry, 
earnings to price ratios vary inversely 
with pay-out ratios. A well-known 
analyst once said: “A liberal pay-out 
almost invariably results in a higher 
price for the stock in relation to earn- 
ings, which permits the raising of ad- 
ditional equity capital at lower cost.” 
The reasons are twofold: (a) During 
the past decade only one-third of the 
capital reinvested for the common 
stockholders by means of plough-back 
has actually been retained by the indus- 
try, and (b) the common stockholders 
of typical electric utilities have failed 
to participate in the great growth en- 
joyed by the industry. These two facts 
can be clearly demonstrated. 


PB poe the 10-year period 1941 to 
1950, all class A and B electric 
utilities carried a total of $1.4 billion 
to surplus after common and preferred 
dividend appropriations. During this 
same period, however, the combined 
earned surplus of these companies in- 
creased slightly less than $500,000,- 
000. That is, nearly two-thirds of $1.4 
billion actually invested by the stock- 
holders through plough-back was writ- 
ten off by various charges to surplus. 
This situation has undoubtedly devel- 
oped a lack of confidence among in- 
vestors relative to the integrity of the 
investment in utility companies made 
in behalf of stockholders by way of 
plough-back. 

The electric utility industry today is 
in a much sounder position than it was 
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ten years ago. It should be possible in 
the next decade to protect the com- 
mon stockholder’s investment in sur- 
plus. A reasonable reinvestment should 
be encouraged, and when the investor’s 
confidence has been re-established, it 
is reasonable to expect, not an inverse 
correlation between pay-out ratios and 
earnings to price ratios, but a direct 
correlation. The stocks of companies 
with low pay-out ratios will sell at 
lower earnings to price ratios, and the 
industry will be benefited by regular 
additions to common stock capital 
without reference to current market 
conditions and without being required 
to meet the marketing costs associated 
with the sale of additional common 
stock. 

Reference has also been made to the 
failure of the stockholders of electric 
utilities to participate in the industry’s 
phenomenal growth. One is not re- 
quired to search far for proof of this 
unfortunate fact.* 


Aver covering ten of the highest- 
grade electric utility common 
stocks (Boston Edison, Cleveland 
Electric Illuminating, Commonwealth 
Edison, Consolidated Edison of New 


4 Standard & Poor’s utility stock index (1935- 
39 = 100) shows a low of 62.5 in 1942 and a 
high of 126 for February, 1952. Compare this 
with the industrial stock index low of 71.3 and 
high of 199.1. 





York, Consolidated Gas, Electric Light 
& Power of Baltimore, Detroit Edi- 
son, Pacific Gas and Electric, Hart- 
ford Electric, Southern California 
Edison, and Tampa Electric) discloses 
that a composite investment of $10,000 
($1,000 invested in the common stock 
of each of these companies) in 1936 
had a low value in 1942 of $5,777, and 
reached a value of $9,356 in 1950. In 
only one year, 1946, was the average 
value of the investment above $10,000. 
In that year, the average value was 
$10,284. This hypothetical investment 
in 1936 produced $468.67 in dividends, 
and in 1950 produced $536.57 in divi- 
dends. 

In contrast, a $10,000 investment 
equally distributed over stocks in the 
Dow-Jones industrial average in 1936 
would have never been worth less than 
$6,483, would have increased to a value 
in excess of $10,000 in 1945, and 
would have had an average market 
value of $13,179 in 1950. (The value 
today would be about $16,158.) This 
investment would have produced divi- 
dends of $430 in 1936, but would have 
produced $984 in dividends in 1950. 
The investor in the utility group would 
have suffered a 34 per cent drop in the 
purchasing power of his annual divi- 
dends, whereas the investor in the 
Dow-Jones industrial stocks would 
have received a 1950 purchasing power 


e 


position than it was ten years ago. It should be possible 


q “Tue electric utility industry today is in a much sounder 


in the next decade to protect the common stockholder’s in- 
vestment in surplus. A reasonable reinvestment should be 
encouraged, and when the investor's confidence has been 
re-established, it is reasonable to expect, not an inverse 
correlation between pay-out ratios and earnings to price 
ratios, but a direct correlation.” 
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in terms of dividends equal to 132 per 
cent of the 1936 dividends. 

During this period, the purchasing 
power of the dollar has dropped just 
about 50 per cent. Measured by the 
U. S. Department of Labor wholesale 
price index, the drop in purchasing 
power between 1940 and the close of 
1950 was 49 per cent; measured by 
the consumers’ price index, 44 per 
cent. This change in the price level, and 
its effect on the purchasing power of 
the dollar, is of significant importance 
to any consideration of “fair rate of 
return,” not only because of the ampli- 
tude of the decline, but because of its 
rapidity, and more particularly because 
the decline must be regarded not as a 
cyclical development but as a perma- 
nent development. 


| piers conditions of this nature, it 

is fair and proper not only to con- 
sider the impact of a decline in the 
value of the dollar on the equity in- 
vestor in a utility company but to rec- 
ognize this decline in the fair rate of 
return: 

The rate-making process . . . that is 
the fixing of “just and reasonable” 
rates, involves a balancing of the in- 
vestor and the consumer interests. 


(Federal Power Commission v. Hope 
Nat. Gas Co.)5 


Again, in Missouri ex rel. South- 
western Bell Telephone Co. v. Public 
Service Commission, Judge Brandeis 
in his concurring opinion stated: 


The compensation which the Con- 
stitution guarantees an opportunity to 
earn is the reasonable cost of conduct- 
ing the business, Cost includes not only 
operating expenses, but also capital 
charges. Capital charges cover the al- 


5 (1944) 320 US 591, 51 PUR NS 193. 
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lowance, by way of interest, for the use 


of capital, whatever the nature of the 


security issued therefor ; the allowance 
for risk incurred ; and enough more to 
attract capital . . 


A “cost of capital” study on conven- 
tional lines utterly fails to give con- 
sideration to the increase in return re- 
quired to compensate utility investors 
for the risk of loss in purchasing 
power, such as that which has occurred 
during the past decade. In other words, 
cost of capital can be disassociated 
from an original cost rate base only 
through increasing the per cent return 
allowance in arriving at a fair rate of 
return. 


) order to make proper allowance 
for a fundamental and permanent 
change in the value of the dollar, in 
arriving at a “fair rate of return,” it 
is necessary either (1) to relate the 
required rate of return to some form 
of cost of reproduction or trended 
cost rate base, or (2) to determine re- 
turn requirements in the first instance 
on the basis of the dollar requirements 
necessary to meet the test of a fair rate 
of return without reference to a rate 
base. If a rate of return on a percent- 
age basis is later desired, this can be 
computed by dividing “dollar require- 
ments” independently arrived at by a 
predetermined rate base. Under this 
procedure, the number of dollars re- 
quired remains constant. The percent- 
age return will vary in accordance with 
the type of rate base used as the de- 
nominator. 

There is, of course, no clear-cut 
body of law which states unequivocal- 
ly that an original cost or reproduction 





6 (1923) 262 US 276, PUR1923C 193. 
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Cost Trending Instead of Reproduction 


—e proper determination of a cost of reproduction rate base is 

notoriously expensive and time-consuming, a close approxima- 

tion by applying to an original cost rate base a trending factor or a 

trending index of cost may achieve 80 per cent to 90 per cent accuracy. 

Yet such devices are denied validity by some commissions on the pre- 
text that they are not 100 per cent accurate.” 





cost rate base shall be used in deter- 
mining fair rate of return. Legal re- 
quirements vary from state to state. 
Cost of reproduction is controlling or 
at least required to be considered in 
arriving at a rate base in some states. 
In others, the commissions are given 
latitude in the factors to be considered. 

Since proper determination of a cost 
of reproduction rate base is notorious- 
ly expensive and time-consuming, a 
close approximation by applying to an 
original cost rate base a trending fac- 
tor or a trending index of cost may 
achieve 80 per cent to 90 per cent ac- 
curacy. Yet such devices are denied 
validity by some commissions on the 
pretext that they are not 100 per cent 
accurate. 


| y view of this reluctance of regula- 
tory authorities to give considera- 
tion to cost of reproduction in arriving 
at a fair rate of return, it is therefore 
frequently advisable, as previously 


suggested, to develop a basis for deter- 
mining the number of dollars which 
the company should be permitted to 
earn in order to meet operating costs, 
including depreciation and taxes, costs 
of senior capital, and a return for the 
common stockholder. This return for 
the common stockholder should be 
sufficient not only to attract additional 
capital on fair terms, appropriately 
divided between fixed-charge capital 
and common stock capital, but suffi- 
cient to provide the common stock- 
holder with a return adequate to com- 
pensate for the risks attached to his 
investment (including the risks of a 
decline in the purchasing power of the 
dollar), and commensurate with re- 
turns in other enterprises having cor- 
responding risks. What are these re- 
turns? 

The natural gas industry, based on 
the record of companies reporting to 
the Federal Power Commission, aver- 
aged to earn 7.04 per cent on average 
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invested capital for the years 1946- 
1950, inclusive, and 11 per cent on 
common stock capital. Twenty of the 
largest and most representative indus- 
trial companies averaged to earn 9.2 
per cent on over-all average invested 
capital for the period 1932-1950, in- 
clusive, and earned in excess of 5 per 
cent in all except three years. For the 
period 1946-1950, inclusive, this group 
of companies earned 14.1 per cent on 
average invested capital. The return 
on equity capital was at a much higher 
rate. For the period 1946-1950, inclu- 
sive, the electric utility industry earned 
6.3 per cent on over-all average in- 
vested capital, although many compa- 
nies during this period failed to earn 
6 per cent. A cost of money study in- 
dicating an over-all cost of capital of 
6 per cent or less evidently fails to give 
the stockholder of an electric utility 
company a return commensurate with 
the rate earned in other enterprises 
after proper adjustment for risk. 


HERE are other elements in the 

fair rate of return which are not 
adequately provided for in a cost of 
capital determination. During a period 
of rising prices, particularly during a 
period of rapidly rising prices, plant 
additions made subsequent to a rate 
determination are placed on the books 
of the company at values higher than 
those at which existing plant units are 
carried. As a result of this situation, 
the rate base or dollar investment in 
plant is increased more rapidly than is 
its capacity to produce revenues at ex- 
isting rates. As a result, such plant ad- 
ditions as are made subsequent to a rate 
determination dilute the return on the 
composite rate base. In fact, it fre- 
quently happens that at existing rates 
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for service, new or added plant may 
earn no more than 2 per cent or 3 per 
cent. 

Other elements of cost also continue 
to increase, resulting in failure on the 
part of the utility to achieve for any 
period of time the allowed rate of re- 
turn. Thus, unless some allowance is 
made for (1) the tendency for costs 
to increase over and above estimates or 
projections, and (2) the inevitable lag 
between the filing of an application for 
increased rates and the granting of 
such increase, the utility is likely, for 
continued periods of time, to earn less 
than the fair rate of return found by 
the commission. This may be restated 
by saying that a return allowance 
limited to the cost of capital will prob- 
ably produce, over any extended pe- 
riod, an average return even below the 
cost of capital. 


2 h- situation has a “double-bar- 
reled” effect on the financial op- 
erations of the utility. The most ob- 
vious effect, of course, is to restrict 
the common stockholder to a return 
even below the determined cost rate 
for equity capital. The more insidious 
effect is the impact which this situation 
has on the capital structure of the util- 
ity. The cost of money determination 
in the first instance is usually geared 
to the existing capital structure of the 
company. The fallacy of not gearing a 
cost of money study to an “appropriate 
capital structure” has already been dis- 
cussed. In the recent Illinois Bell Case 
the commission’s witness insisted that 
company subscribers were entitled to 
economies accruing from the present 
higher debt capital. The commission 
agreed that “economy in capitalization 
was as much an obligation of a public 
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SHOULD FAIR RETURN BE LIMITED TO COST OF MONEY? 


utility as economy in operation,” in- 
deed a dangerous concept, since it 
transfers to the commission final deter- 
mination of what is a proper debt ratio. 
The Illinois commission in this case 
found that the average cost of capital 
to the Bell system had dropped from 
6.17 per cent in 1935 to 4.83 per cent 
in 1951, and denied the company’s pe- 
tition for a rate increase in toto. 

The effect of this reasoning can be 
illustrated by the table below. 

This company, in the course of the 
following year, we will assume, adds 
$100,000 of new plant to its rate base, 
temporarily financed by bank loans, 
and experiences an increase in ex- 
penses, with the combined result that 
the over-all rate of return actually 
earned is equal to only 4.50 per cent 
on the new rate base of $1,100,000. 
With the return on the common stock 
component now reduced to 9.50 per 
cent,’ before issuing additional stock, 
it is obviously impossible to sell addi- 
tional common stock on terms equitable 
to the existing stockholders. Under 
these conditions, it is but natural that 
the company should resort to addi- 
tional debt or preferred stock financ- 
ing, still further impairing the com- 
pany’s capital structure. This is a sim- 





7 Gross Income $1,100,000 x 5% = $55,000; 
Less: Bond Interest $29,250, Bank Interest @ 
3%, $3,000; Preferred Stock Dividends, $9,000; 
Total, $31,250; equals $23,750 for $250,000 
Common Stock, or 9.5%. 


e 


ple illustration, but it explains why 
many utilities are prevented from im- 
proving their capital structures and, in 
fact, are forced further to impair their 
capital structures because of inade- 
quate earnings. 


AM this juncture, one may well raise 
the question: What is a proper 
capital structure for an electric utility ? 
Unfortunately there is no clear-cut an- 
swer subject to statistical demonstra- 
tion. The average or composite capi- 
tal structure of all class A and B elec- 
tric utilities at December 31, 1950, 
comprised 48.87 per cent debt, 13.70 
per cent preferred, and 37.43 per cent 
common stock and surplus. The com- 
mon stock and surplus component has 
remained at about this level since 
1938. 

It is easy to argue that the electric 
utility industry is today in a very 
strong position in view of the high de- 
mand for electric energy. It is fre- 
quently stated that electricity at pres- 
ent rates is an underpriced commodity, 
and that, because of this fact, commis- 
sions can always control the earnings 
of electric utility companies through 
rate adjustments. There is, it is 
claimed, no danger of pricing the com- 
modity out of any part of its market 
under this set of circumstances. Cer- 
tainly the facts of the situation super- 
ficially substantiate this opinion. Since 


AssuMep CAPITAL STRUCTURE AND Cost or Money DETERMINATION FOR AN 
HyYporHeETICAL Utititry CoMPANY 


Total %o Type of Capital 
$ 550,000 55 > ee 
200,000 20 Preferred Stock Capital 


250,000 25 
$1,000,000 


Common Stock Capital .... 


Over-all Cost Rate Per $100 .......... 


Allowed Return, 5.35%, or .......... 
29 


Cost Rate Cost Per $100 
aiinndithelleniaen 3.50% $1.925 
RT Renn 4.50% .900 
a een eee 10.00% 2.500 

$5.325 
$53,500 
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1940, the consumers’ price index on 
an over-all basis has advanced 89 
points, the gas and electricity rate in- 
dex has declined 3.2 points. 


S Be protection which a proper and 
balanced capital structure gives to 
both the senior security holders and to 
the commen stockholders of any com- 
pany becomes important when its in- 
dustry is subjected to stresses, either 
because of fundamental changes af- 
fecting the industry or because of a 
general depression, or both. The mere 
fact that conditions have been general- 
ly favorable to the electric utility in- 
dustry for a number of years does not 
eliminate the possibility of unfavor- 
able future developments. The railroad 
industry, after experiencing three- 
quarters of a century of growth, sud- 
denly found itself confronted with 
competition from pipeline companies, 
trucks, automobiles, and bus trans- 
portation in the decade 1920-1930. Be- 
fore the end of the decade 1930-1940, 
over one-third of the country’s mile- 
age was being operated under receiver- 
ship. The traction industry is now ex- 
periencing hard times with no relief 
in sight. The gas industry would un- 
doubtedly be in a serious condition to- 
day, except for the introduction of nat- 
ural gas. 

Who can say that the present tempo 
of scientific advance definitely does not 
open the possibility of developing new 
forms of energy which may prove 
competitive to the electric utilities ? 

Fixing a fair rate of return is not 
an abstract mathematical process, 
but rather one in which the con- 
sumer and investor interests are both 
weighed. The result of this process 


should meet the following test ques- 
tions : 


1. Out of fairness, and without ref- 
erence to the market’s temporary in- 
ability to price out all the risks of 
inadequate dividend coverage, what 
earnings requirements are necessary to 
permit a utility to pay adequate divi- 
dends to its common stockholders and 
still provide an adequate cushion or 
coverage over and above dividends 
actually paid? 

2. Again, and without reference to 
the market’s temporary failure to price 
out fully the risks involved in an in- 
adequate capital structure, what earn- 
ings will the utility require to sell suffi- 
cient common stock to achieve at least 
a minimum standard of capital struc- 
ture? 

3. To what extent should the utility 
common stockholder be afforded pro- 
tection against the depreciation which 
his dollar investment has suffered as a 
result of inflation? 

4. To what extent should the com- 
mon stockholder of a utility, who has 
furnished all of the risk capital, be per- 
mitted to participate with the customer 
in the phenomenal technical advances 
made by the industry? A definite ques- 
tion of weighing consumer and investor 
interests. 


— men who represent both the 
consumer and the investor on 
regulatory bodies are thoughtful, pa- 
tient, and, I believe, are sincerely de- 
sirous of arriving at the proper an- 
swers to the foregoing questions in 
rate cases. At least this has been my ex- 
perience and I have been before many 
different commissions, both on behalf 
of commissions and on behalf of appli- 
cant companies. A most important task 
in rate cases is to get the more funda- 
mental issues related to rate of return 
clearly spelled out, and distilled from 
a morass of less meaningful statistics. 
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IMPACT OF PRICE LEVEL CHANGES ON 


Utility Depreciation Costs 


Part II. Accounting Developments Relating to Price Level Changes 


The argument that accounting does not need to give recog- 

nition to changes in the price levels is carefully but critically 

examined, Here is an analysis of the impact of price level 
changes on depreciation costs of public utilities. 


By PAUL 


N a recent rate case proceeding, Dr. 
[ George Terborgh, director of re- 
search of the Machinery and AI- 
lied Products Institute, presented 
charts and tables to show for all manu- 
facturing corporations the rate of re- 
turn on equity capital from 1926 to 
1951, both before and after the inven- 
tory, plant, and depreciation adjust- 
ments resulting from price level 
changes. I have made one combined 
chart (No. 4, page 37) from his data 
to show the ratios of return before and 
after the adjustments; the differences 
between the two represent the effects 
of the change in price levels. 

It will be noted that after 1946, the 
first postwar year, the adjusted rate of 
return of all manufacturing corpora- 
tions compared favorably with that en- 
joyed in the late 1920’s and was bet- 





*For personal note, see “Pages with the 
Editors,” June 19, 1952, issue, page 6. 
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GRADY* 


ter than the average return for the pre- 
war period 1937 to 1941. The chart 
demonstrates rather clearly that in un- 
regulated industries market forces pro- 
vide substantial protection against in- 
flation. Even so, the substantial over- 
statement of reported income, under 
present accounting methods, as com- 
pared with economic income may cause 
the funds required for inventory and 
plant replacements to be diverted to 
taxes, wages, and dividends to the ulti- 
mate detriment of our economic wel- 
fare. The decreasing ratio of real 
profits to real capital investment in 
1951 may well be a reflection of such 
a trend. 


| greapren utilities have no protec- 
tion through market forces from 
the effects of inflation, because the 
price of their services is controlled by 
regulatory commissions and they must 
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build plant in advance of load require- 
ments regardless of the prospects fora 
favorable return on the added invest- 
ment. The provision for plant exhaus- 
tion is also of greater importance to 
utilities than to commercial enterprises 
because of the higher relative ratio of 
plant investment to annual revenues. 
An indication of the magnitude of the 
problem to the electric utilities is shown 
in the estimated results for the year 
1951 presented in the tabulation 
labeled Table II (page 33). 

The so-called historical results are 
taken from the preliminary estimates 
of the Edison Electric Institute. The 
current dollar results are after increas- 
ing depreciation $271,000,000 of 
which $245,000,000 is applicable to 
electric plant and $26,000,000 is appli- 
cable to other utility plant owned by 
class A and B electric utilities. The ad- 
justment of depreciation, amounting 
to slightly more than 50 per cent of the 
original cost provisions, is undoubtedly 
on the low side for two reasons; first, 
the consumers’ price index of the Bu- 
reau of Labor Statistics used to convert 
the property and depreciation accounts 
to current dollars is lower than utility 
construction price levels, and, second, 
utility plant accounts were not aged 
by year of installation prior to 1941, 
all of such property being converted 
on the basis of the 1940 index. 


oh ratio of gross income, with 
depreciation on an original cost 
basis, to average capitalization as 
shown by the accounts was 5.72 per 
cent for the year 1951. After adjust- 
ing the gross income and the capital- 
ization to current dollars, the real earn- 
ings ratio is only 3.01 per cent. In the 
previous chart (No. 4) the ratios of 
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profits to equity capital for manufac- 
turing companies were given and in 
the year 1951 the historical ratio of 
12 per cent was reduced to 7 per cent 
after adjustments to state the profits 
and equity capital in current dollars. 
If the electric utilities are viewed in the 
same manner, the ratio of historical in- 
come for 1951 to the book equity capi- 
tal at January Ist was 9.86 per cent, 
and after adjusting income and capital 
to current dollars the ratio of real 
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would be reduced to 4.01 per cent. 


Primarily a Regulatory Problem for 
Utilities 

HE matter of providing for prop- 

erty exhaustion on a current cost 

basis in industrial enterprises is largely 


in the area of financial and accounting f 


judgment. In the case of utilities, how- 
ever, the additional depreciation costs 
must be allowed and recovered by reve- 
nues from customers in advance of ac- 
counting recognition. I believe that, 


next to the threat of socialization, the 
maintenance through revenues of the ff 


integrity of the physical capital in 
terms of service capacity is the most 
important problem faced by utilities 
under present political and economic 
conditions. 

The philosophy of regulation, as I 
understand it, encompasses three 
goals: to protect the rate-paying pub- 
lic from unreasonable charges; to see 
that the investing public is fairly com- 
pensated ; to insure that the utility, as a 
public servant, shall be at all times able 


to meet its responsibility of providing | 
adequate service to the public. The last | 


goal really involves the public welfare 
to a greater degree than the others and 
it is this objective which is seriously 
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UTILITY DEPRECIATION COSTS 


threatened by the effects of inflation. 

The three interests thus contem- 
plated, although essentially insepara- 
ble, are superficially at odds with one 
another. In the long run, a well-served 
public should view its servant benignly 
and encourage it to prosper. A pros- 
perous utility means a satisfied invest- 


ing interest; ready availability of in- 
vestors’ funds means an unimpaired 
growth and improvement of facilities 
to meet consumers’ demands. The 
short-range interests, however, seem 
to conflict sharply ; the ratepayer would 
readily accept service below cost; the 
investor seeks the largest compensation 


e 


TABLE II 


ELECTRIC UTILITIES IN THE UNITED STATES 
Income Statement 
Year Ending December 31, 1951 
(In Millions of Dollars) 


Revenues 
Operating expenses 
Depreciation 
Taxes 


Total revenue deductions 


Income other departments before depreciation 
Depreciation 


Income from other departments 


Gross corporate income 


Interest long-term debt 
Amortization and other deductions (net) 


Total deductions from gross income 


Depreciation reserve 
Capitalization 
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Earnings Ratios 


Ratio gross income to average capitalization 








Ratio of current dollar gross income to average historical 


dollar capitalization 


eee eee eee eee ee 


In 

Historical 
Dollars 

In (Preliminary 
Current Estimate 
Dollars By EE!) 
osaiacaceesasonaane $ 4,960 $ 4,960 
ctneoniarnadat 2,367 2,367 
rete Gmegaaten 725 480 
pisseuswenae 1,137 1,137 
(el chewenaens 4,229 3,984 
aide ica seein 731 976 
Oe eee ee 129 129 
Kitbinet canes 76 50 
acne soucaaaae a 53 79 
(idkvenmedans 65 65 
PRCA pert cera 849 1,120 
cia eek tneae 284 284 
AAAS 24 24 
ioaaiekc omnes 308 308 
inal omd tigi $ 541 $ 812 
SS ES $35,658 $23,600 
ae reer 7,199 4,765 
phieeuauneeue 29,958 20,334 

sa hh hare eine 3.01% 5.72% 

pekbeeeceates 4.34% 


Note: Plant and depreciation adjustments to reflect current dollars are based on monthly 
averages of consumers’ index—Bureau of Labor Statistics. No adjustments made for price 


level changes prior to 1940. 


33 


JULY 3, 1952 


PUBLIC UTILITIES FORTNIGHTLY 


he can; management would naturally 
provide for “a rainy day.” Unfortu- 
nately, also, some decisions indicate 
that the commissions and the courts 
mistake the consumer viewpoint, por- 
trayed by some clever lawyer with 
maximum use of the press, as synony- 
mous with the public welfare. 


ET us examine the real effect of in- 
flation and of allowance only of 
depreciation on original cost on the 
three basic interests of utility service 
and regulation. Before doing so, I 
should like to make clear that I recog- 
nize inflation levies a heavy toll on the 
past savings of a considerable part of 
the people and its application is bound 
to be highly inequitable, depending 
upon the form of the particular indi- 
vidual’s savings. This brief is not di- 
rected at relieving the levy of inflation 
imposed on the utility investors, be- 
cause all investors in fixed income se- 
curities are in the same boat ; this argu- 
ment is directed solely to the ques- 
tion of what course of action is re- 
quired to serve the real public interest. 
The war and postwar inflation have 
taken away a very large portion of the 
purchasing power of income received 
by investors in public utility securities. 
This loss applies to the common stock- 
holders as well as preferred stockhold- 
ers and bond owners, because effective- 
ly the return on utility common stocks 
is fixed within relatively narrow limits. 
The capital value of this levy on the 
investors in electric utilities in current 
dollars is more than $9 billion. This 
entire capital levy has been taken from 
the investors and given to the cus- 
tomers of the electric utilities because 
in the aggregate the electric utilities 
are earning at a lesser rate on historical 
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capitalization than they did in 1940. — — 


This shift, which has also occurred in 
gas utilities, is one of the many in- 
equities of inflation. Utility consum- 
ers have no equitable rights to such a 
wind fall because recent statistics show 
that disposable personal income is 
greater even in constant dollars than it 
was in 1940. All of this has been 
pointed out to portray part of the ef- 
fect of inflation; however, I am not 
at this time proposing that anything be 
done about it because it involves the 
compensation for use of capital and 
this discussion is limited to the issue of 
who should pay for the maintenance 
of the integrity of the physical plant 
in terms of capacity for service. 


A previously demonstrated (Table f 
II), the allowance for deprecia- 
tion of electric utilities in 1951 was ff 
$271,000,000 less than required to ff 
state the property exhaustion costs in fF 
current dollars. The effect is to assign 
this further substantial annuity to the ff 
benefit of current electric customers. 
Such annuity will extend over the re- 
maining life expectancy of the proper- 
ties in service and will increase if in- J 
flation continues, as seems to be the f} 
intention of those now in control of ff 


our government, because inflation is a }}y; 


process of debasing currency which 


cannot stop unless the basic causes are [jj 


removed. 
Failure to allow for property ex- 
haustion costs in current dollars con- 


stitutes an unjustifiable gratuity to |, 


present customers to the detriment of ; 
future customers, as well as equity in- | 
vestors, and creates a grave risk of im- | 
pairing the ability of the utilities to | 
meet their responsibility of providing | 
adequate service to the public. The 
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Putting an Honest Label on Regulatory Policy 


¢ uy the investors who furnish equity capital of utilities bear all risks 

inherent in a rate base, which is original cost or value, whichever 
the lower, they should be apprised of that fact. In this way the rate of 
return required to attract new capital will find a proper level. Even 
under such a harsh philosophy of regulation, in my view it is mani- 
festly unsound and contrary to the real public interest to place the 
further burden of maintaining the existing capacity of plant on equity 

investors instead of the users of the service.” 





isupport for this statement is presented 
in succeeding paragraphs. 


HERE are many approaches to 

the regulation of rates and the 
Supreme Court of the United States 
has thrown out all requirements of 
methodology so long as the so-called 
: ‘end results” do not bring about ob- 
Wious confiscation. The latitude, and 
Mherefore the corresponding responsi- 
Wilities of the commissions, to find 
Found patterns of regulation, are very 
}vide. In the treatment of depreciation, 
ithe most extreme view would be to dis- 
Pillow all depreciation and, under this 
ethod, there would have to be iron- 
lad covenants that the rate base would 
ever be less than the capitalization. 
his scheme would be grand for the 
rst cycle of customers but it would 
be awfully rough on future customers. 


If they have the right to vote, there is 
little question that the system of regu- 
lation would be changed rather early 
in the second cycle of customers. 

In a period of inflation the original 
cost depreciation method of regulation 
is midway between allowance of no 
depreciation and allowance of enough 
to maintain the integrity of plant ca- 
pacity devoted to the public service. 
This, of course, represents quite an 
improvement over the first method, but 
it should also be accompanied by 
strong assurances that the rate base 
will never be less than the cost of the 
property in service. Apparently it is the 
view of Charles W. Smith, chief of the 
bureau of rates and accounts of the 
Federal Power Commission, that such 
assurances have been established in the 
present pattern of rate making. In his 
dissent in the report of the Study 
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Group on Business Income, he said: 


Utilities, in particular, under the in- 
vestment principle of rate regulation, 
should adhere to the cost basis of stat- 
ing depreciation expense. Under the 
investment principle of rate regulation, 
when the additional investment is made 
it is protected through the allowance 
of a fair return thereon plus full de- 
preciation, This is a practical method 
in that it avoids guesswork and at the 
same time fully protects the investment, 
whatever it may be, when made. 


? I ‘HE foregoing is an unequivocal 
statement but my faith in the firm- 


ness of the regulatory covenant is 
shaken by the following excerpts from 
the 1949 report of the committee on 
valuation of the National Association 
of Railroad and Utilities Commis- 
sioners : 


While net investment, when correct- 
ly determined, is generally considered 
to be the most reliable single criteria 
in arriving at such a rate base, neither 
the continued soundness of investments 
nor the continued furnishing of capital 
earnings can be guaranteed by the cus- 
tomers of the utility. To do so would 
remove all element of risk and leave 
no excuse for higher earnings on risk 
capital than on bonds. The utility in- 
vestor must meet the competition of 
progress in the art and cheaper sources 
of power, Many cases can be cited 
where investments, sound at one time, 
eventually depreciated in value. 

Nevertheless consideration should be 
given to present-day values in arriving 
at a rate base and reasonable earnings 
on such base if justice is to be done in 
all cases. Such consideration may be 
given either directly in establishing the 
rate base or indirectly in fixing the rate 
of return. For example, assume two 
municipalities “a” and “b” of similar 
characteristics served by the same tele- 
phone utility, but with separate ex- 
changes.- Before World War II the 
utility found that it would be advan- 
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tageous to rebuild both exchanges, re- 
placing the old equipment with new 
equipment of improved design. Only 
one exchange could be replaced at a 
time. At the option of the utility, ex- 
change “a” was replaced first at low 
prewar prices but it developed that ex- 
change “b” could not be replaced until 
after the war and then at high postwar 
prices, In such a case, since the time 
of construction of the first exchange 
was at the option of the utility, over 
whose choice the subscriber had no con- 
trol, there would be considerable justi- 
fication for the same rates at each 
exchange. However, to fix the same 
rates for each exchange would requir 
a rate base higher than net investment 
at one exchange and a rate base lowe 
than net investment at the other, o 
corresponding differences in their re: 
spective rates of return. 

Under the same set of circumstances 
except that the two exchanges wer 
under different ownership and one oj 
the owners decided to rebuild earlie 
than the other, there would likewis¢ 
be considerable justification in fixing 
reasonably comparable rates at each 
exchange, Such rates could be justified 
perhaps by giving consideration to th 
normal or average level of construc 
tion costs as contrasted to the high 
and low costs experienced by the twa 
utilities in question. .. . 


| yrwyrs it was merely coincidence 
that the foregoing was written bj 
an important regulatory committee it 
the only year since 1940 that showed 
even slight decline in price levels. How 
ever, great trustfulness is required t 
believe that the so-called investmen 
principle of rate regulation will pro 
tect a fair return on investment plu 
full depreciation should the price leve 
ever fall below the level of origina 
cost. Experience tells us, through th 
two shifts already made in the histor) 
of regulation, that the customers woul 
quickly bring about a return to a “fai 
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.£ value” doctrine. It is easy to imagine 
if the resounding phrases of censure to 
f utility managements for negligence in 
not charging past customers enough 
to cover exhaustion of property in 
‘BE terms of the price level prevailing at 
the time the service was rendered. In 
such circumstances, hindsight might 
make it seem perfectly clear that part 
of the then unsatisfactory position of 
A the equity investors was due to the 
i™ overstatement of earnings and the re- 
sultant payment of dividends out of 
economic capital in the past period of 
inflation. 


[' the investors who furnish equity 
capital of utilities bear all risks in- 
herent in a rate base, which is original 


cost or value, whichever the lower, 
they should be apprised of that fact. In 
this way the rate of return required to 
attract new capital will find a proper 
level. Even under such a harsh philoso- 
phy of regulation, in my view it is 
manifestly unsound and contrary to 
the real public interest to place the fur- 
ther burden of maintaining the exist- 
ing capacity of plant on equity in- 
vestors instead of the users of the 
service. 

Official answers to these issues can 
come only from the commissions and 
the courts. It seems to me that the pres- 
ent disparity between original cost de- 
preciation and an adequate charge for 
property exhaustion in terms of cur- 
rent dollars is so great that utilities 
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cannot afford to rest until they have 
determined such answers. The Su- 
preme Court, in the Hope Natural Gas 
Company Case,’ upheld the propriety 
of basing depreciation on cost and 
stated “By such a procedure the util- 
ity is made whole and the integrity of 
its investment maintained.” However, 
the purchasing power of the dollar has 
been substantially impaired through 
inflation since the decision was ren- 
dered in January, 1944, and it can be 
demonstrated that under present con- 
ditions original cost depreciation will 
not maintain the integrity of the ca- 
pacity of the plant for service, which 
is the substantive issue. 


wo arguments, at least, will be ad- 

vanced by regulatory personnel 
opposed to charging present customers 
for current dollar cost of property ex- 
hausted in service; first, that increased 
efficiency of new equipment is a proper 
and effective offset to the effects of 
inflation, and, second, that allowance 
of depreciation in excess of original 
cost would constitute unjust enrich- 
ment to the equity stockholders. 

No one can deny that there has been, 
and we hope there will continue to be, 
great improvement in the construction 
and operating efficiency of utility 
equipment. If original cost deprecia- 
tion could, in fact, maintain the capac- 
ity for service of the utility plant, I 
would agree that no additional pro- 
vision is required. However, an objec- 
tive analysis of the facts will demon- 
strate that it just isn’t so. Furthermore, 
it should be borne in mind that price 
level indices themselves reflect the re- 
sults of improvements in efficiency. In 


1 Federal Power Commission v. Hope Nat. 
Gas Co. (1944) 320 US 59i, 51 PUR NS 193. 
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fact, production improvements have 
been our only protection against the 
ravages of rampant inflation. 


HE greatest technological im- 

provements in the utility field 
probably are in the area of steam gen- 
eration electric plants. I had occasion 
just recently to study two plants owned 
by the same company; the first had 
been constructed over the period 1933 
to 1945 at a composite cost of $86 per 
kilowatt of capacity; and the second 
had been constructed in 1949 and 1950 
at a cost of $146 per kilowatt of ca- 
pacity. Thus the cost of the newer sta- 
tion in terms of capacity to serve was 
70 per cent higher than the older sta- 
tion. In regard to the differential in op- 
erating efficiency, I do not believe it is] 
sound regulation or economics to give 
present users the benefit of anticipated 
operating economies of the future. 
They belong to and will be received by 
future users. Present users, as a gen- 
eral proposition, already are receiving 
the benefits of the technological and 
efficiency improvements realized to 
date. This is true because the newer 
plants, of course, are used to carry the 
base load and the older, less efficient 
plants are used to supply the peak-load 
requirements. 

By weighing both capital costs (1.¢., 
the charges for new capital) and the 
operating costs, a balanced system 0 
new and old plants provides the serv- 
ice requirements with greater economy 
than if all the plants were new. When 
this ceases to be the case, a new plant 
is built and the least efficient plant is 
removed from service. It seems to me 
that the proper conclusion is that an- 
ticipated efficiencies, beyond those 
automatically reflected in the appro- 
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had 667 I SHE claim of unjust enrichment is usually based on the premise 
1933 that the utility equity stockholders wili somehow fall heir to 
5 per the inflation levy which has been imposed on the owners of senior 
soad securities. If a full rate of return were allowed on reproduction values 
1950 of the utility properties the claim would have some validity, but it is 
ton, difficult to see how the over-all 5.72 per cent estimated return on aver- 
oh. age historical capitalization for the year 1951 indicates even the 
wen suggestion of such a condition.” 
‘sta- 
1 Op- , i i ° —r 7 
‘it is Priate price indices, have no bearing uted in kind to stockholders so there is 


whatever on the increase in revenues 
required to cover property exhaustion 
costs in current dollars, but may have 
a material bearing on the estimated 
lives of the properties, which is the 
basis of determining the annual depre- 
ciation rate. 


6 Bewn claim of unjust enrichment is 
usually based on the premise that 
the utility equity stockholders will 
somehow fall heir to the inflation levy 
which has been imposed on the owners 
of senior securities. If a full rate of re- 
turn were allowed on reproduction 
values of the utility properties the 
claim would have some validity, but it 
is difficult to see how the over-all 5.72 
per cent estimated return on average 
historical capitalization for the year 
nt is 1951 indicates even the suggestion of 
) mel Such a condition. 

-anta Utility properties are permanently 
hosel devoted to the public service ; the sepa- 
proj Tate property units cannot be distrib- 
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no danger of transformer and pole 
dividends comparable to the liquor 
dividends of the war period. Further- 
more, the commissions have ample au- 
thority to assure that dividend distri- 
butions will not be made out of funds 
arising from property exhaustion pro- 
visions. All of these protections should 
make it obvious that there can be no 
unjust enrichment to stockholders 
through allowance of property exhaus- 
tion costs in current dollars. 

The essence of the problem is the 
maintenance of the plant in terms of 
service capacity which cannot result in 
a gain if income is defined in accord- 
ance with sound economic concepts. 
As has been previously pointed out, the 
levy of inflation has applied to equity 
securities as well as the senior utility 
securities and the present customers 
are the beneficiaries. 


So people say that accounting is a 
poor and hopelessly inadequate 
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tool to attempt to measure or deal with 
the effects of inflation in the deter- 
mination of business income. That this 
is not the case is amply demonstrated 
by a century of providing for property 
exhaustion on the basis of estimated 
costs of replacement by the British 
railroads prior to nationalization in 
1948. Since nationalization the equip- 
ment is being carried and amortized 
partly on the basis of actual cost, and 
partly on the basis of 1948 prices. 

However, the Transport Authority 
recognizes that this leaves a deficiency 
to meet the estimated cost of replace- 
ment and states that this deficiency 
will be made up at least in part when 
sufficient earnings are available. The 
authority for the gas industry in Great 
Britain also recognizes that the burden 
to be borne by revenue is that of main- 
taining the enterprise—not only of 
amortizing the cost of what has been 
invested The reports of the Electricity 
Authority are not clear on the point, 
but it is interesting to note that the 
total annual provisions to property re- 
serves are more than 4 per cent of the 
total gross investment in utility plant, 
including land. Furthermore, in recent 
rate proceedings in England, regula- 
tory tribunals have made specific al- 
lowances for the excess of cost of re- 
placement of property over the amount 
invested. 


oie sum up this presentation, the 
arguments against allowance for 
property exhaustion in terms of cur- 
rent dollar costs for public utilities 
briefly stated are: first, that increased 
efficiency is a proper and complete off- 
set to changes in price levels, second, 


that such allowance would result in un- 
just enrichment to stockholders, and, 
third, that the accounting process is not 
capable of handling property exhaus- 
tion charges in terms of current price 
levels. It is clear that none of these 
arguments can stand up under objec- 
tive analysis. On the other hand, 
failure to maintain the real physical 
capacity of utility plants out of reve- 
nues results in serious hazards to all 
of the basic objectives of utility serv- 
ice and regulation. It causes service 
to be rendered at less than true cur- 
rent cost and thus forces a substantial 
part of the return to equity stockhold- 
ers to be paid from economic capital. 
The imposition of this further burden 
of raising new equity capital for part 
of the replacement of present plant in 
addition to the financing of additional 
plant capacity creates unwarranted 
risks that the utilities may not always 
be able to meet the demands for serv- 
ice. 


| eengeeer ese it is doubtful that 
the real interest of customers is 
served by charging less than economic 
cost during a period of inflation, since 
the practice necessarily involves the 
moral, if not legal, obligation of pay- 
ing a reasonable return on the in- 
creased capitalization. If the problem 
were understood, I believe many cus- 
tomers would rather pay currently 3 
per cent as depreciation on the differ- 
ential between original cost and cur- 
rent cost, than to incur the increasing 
obligation to pay 6 per cent as return 


on the full amount of new capital re-j 
quired to maintain the current capacity} 


of the plant. 
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Utilities 


Power Issue Popping 


co public power issue was featured 
in three important developments in 
Washington during the past week. The 
most spectacular was the action of the 
Senate in voting (43 to 40) to kill the 
St. Lawrence seaway and power project 
for the present session by sending it back 
to the Foreign Affairs Committee. 
Canada will now probably go ahead 
alone, or in collaboration by compact 
with Great Lakes states acting inde- 
pendently of the Federal government. 
New York state stands a good chance 
of getting the FPC to reconsider its li- 
cense to generate St. Lawrence power 
in conjunction with Ontario. 

The other two developments were (1) 
the unanimous vote of the House Recla- 
mation Subcommittee to postpone action 
on the controversial bill to authorize 
Hell’s Canyon dam on the Idaho-Oregon 
border; and (2) the introduction of the 
Magnuson Resolution (SJRes 168) 
which calls for a Federal Trade Commis- 
sion investigation of alleged public utility 
propaganda, publicity, advertising, etc., 
for three years, with reports every thirty 
days. Eight Democratic Senators joined 
with three irregular Republican Senators 
on this proposal. But the outlook is for 
no action this late in the session. 


* 
No Utility Seizure Law in Sight 


iM coc or less sophisticated political 


observers are wondering just 
what President Truman had in mind 


s when he asked Congress for seizure au- 
city J 


thority legislation following the historic 
decision by the U. S. Supreme Court, 
outlawing his action in the steel dispute. 

The President could not have been 


J surprised, therefore, when the Senate 


Washington and the 
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successively voted down seizure author- 
ity proposals by Chairman Maybank 
(Democrat, South Carolina) of the Sen- 
ate Banking and Currency Committee 
and Senator Morse (Republican, Ore- 
gon) and thereafter approved the Byrd 
resolution requesting the President to 
invoke the Taft-Hartley Act. What then 
was his objective? Consensus seems to 
be that he was simply playing out his 
cards after losing the court decision. 

Both the President and the court have 
now placed the responsibility for provid- 
ing seizure authority, in cases of grave 
emergency, squarely in the legislative 
branch. This is where public utility in- 
terests are at stake. 


UBLIC utilities have some reason to be 

thankful, therefore, that Congress re- 
sisted the temptation to rush through 
what might have been blunderbus legis- 
lation which could be used at a later date 
against the utilities by an administration 
which is increasingly antiutility. 

Heretofore, government operation of 
“seized industries’—such as the rail- 
roads during the past two years — has 
been a nominal form of caretaker man- 
agement. But there is some fear in 
Congress that a definite and continuous 
statutory authority for such Federal 
management might be subject to future 
abuse or collusion between the executive 
branch and special segments of the econ- 
omy. The present outlook is for no 
quick congressional action on seizure 
power for the President. 


- 
A New Tidelands Grab? 


1. and gas industries are still rub- 
bing their eyes over the revelations 
made by Senator Holland (Democrat, 
Florida) during the recent congres- 
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sional struggle over President Truman’s 
veto of the tidelands bill. Holland ac- 
cused the Interior Department of intend- 
ing to “grab” the disputed tidelands by 
executive order and administer them un- 
der the 1949 Federal Property Act. Gen- 
eral Services Administrator Larson, 
who administers that act, admitted the 
existence of an “exploratory” order 
delegating authority over the tidelands 
to Interior Department. Interior Secre- 
tary Chapman conceded that he has a 
plan to lease the tidelands for oil and gas 
development but that it has not yet 
received the approval of the Presi- 
dent. Senator O’Mahoney (Democrat, 
Wyoming), who usually supports In- 
terior, disagreed with Chapman’s idea 
that the Federal Property Act could be 
used in this way, The Senate Judiciary 
Committee, headed by McCarran (Dem- 
ocrat, Nevada) promised a thorough 
inquiry. 

F Holland’s charges are true, it could 

mean that Interior is getting set for 
business in offshore oil and natural gas 
deposits. Anticipating that the adminis- 
tration’s position (as to paramount 
Federal interest) will be sustained, Sec- 
retary of the Interior Chapman has 
doubtless been organizing a licensing 
program to go into operation as soon as 
the current controversy over tidelands 
legislation subsides. 

In the beginning, such Federal opera- 
tions would probably be on a licensing 
basis. Private companies seeking to de- 
velop offshore gas and oil deposits would 
have to come to Interior for the neces- 
sary documents. Such licenses would, 
of course, be subject to Interior’s condi- 
tions and regulations—including com- 
mon carrier status for pipelines. Over 
the longer range, however, if not enough 
private companies apply for licenses, 
there is already some speculation that 
Interior may one day seek authority for 
direct government development. So far 
this is only a paper plan and already has 
stirred opposition in Congress. It is a 
little difficult to imagine in the present 
critical atmosphere, but if the adminis- 
tration or its policies win a vote of con- 
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fidence next November, such a program 
could materialize. 


yoo Holland’s revelations gave 
support to warnings by the advocates 
of state ownership that Federal control 
over the tidelands would lead to the gov- 
ernment’s entrance into the oil and nat- 
ural gas business. Consequently, a rul- 
ing, soon to be made by the U. S. Court 
of Appeals for the District of Columbia, 
merits special attention of oil and gas 
industries. 

Last summer a lower court ordered 
Chapman to issue the El Paso Natural 
Gas Company a permit to build a pipe- 
line across public lands. Chapman had 
previously refused (although the pipe- 
line was almost completed) because the 
company would not accept a “common 
carrier” provision. On appeal the com- 
pany asked for a broad ruling on Chap- 
man’s contention that he may at any time 
attach limitations and conditions (includ- 
ing common carrier status) to a con- 
struction permit. Such authority, if up- 
held, would tend to discourage private 
company license applicants. 


> 
Appropriation Bills in Congress 


HE Agricultural Appropriation Bill 
(HR 7314) is in House-Senate 
conference for the purpose of ironing out 
certain differences on amount of funds 
allotted to various bureaus of the Agri- 


culture Department. Funds for the 
Rural Electrification Administration 
electric and telephone loans encountered 
no dispute. 

Under this bill (for fiscal 1953), the 
REA gets an outright appropriation of 
$50,000,000 for electric loan purposes, 
and $25,000,000 for loans under the 
rural phone program. In addition, two 
contingency funds were allowed which 
may be drawn upon at the request of the 
Secretary of Agriculture. These “con- 
tingency funds” contain an additional 
$50,000,000 for power loans under the 
REA program, and $10,000,000 for rural 
telephone loans. A spokesman for REA 
hinted that the agency expects to be back 
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for supplemental funds before the end of 
the calendar year. 

Another bill soon to emerge from 
House-Senate conference with little 
change was the Independent Offices Ap- 
propriation Bill (HR 7072) carrying 
funds for Federal regulatory agencies 
and government corporations. This 
measure includes the following agency 
funds: Atomic Energy Commission, $1,- 
137,727,500; Federal Communications 
Commission, $6,708,460 ($600,000 more 
than the House) ; Federal Power Com- 
mission, $4,235,700 ($300,000 more 
than the House allowed); Securities 
and Exchange Commission, $5,245,080 ; 
and Tennessee Valley Authority, $186,- 
027,000 ($14,757,000 more than House). 

The bill, as passed by the Senate, de- 
letes House-approved language directing 
TVA to require the performance bond 
in connection with coal purchase con- 
tracts. The large Senate increase for 
TVA represents Senate approval of two 
additional units for the Shawnee steam 
plant at Paducah, Kentucky. 


sr McKellar Bill (S 97) to author- 
ize power facilities at Cheatham 
dam on the Cumberland river (Tennes- 
see) has been cleared for the President’s 
signature. The project was originally 
authorized for flood-control and naviga- 
tion improvement. As a result of the 
passage of the McKellar Bill, $18,200,- 
000 is now authorized for construction of 
a power plant. The bill passed the House 
by a vote of 132 to 120 early this month. 
It passed the Senate in October, 1951. 
Enactment will permit the funds to be 
appropriated by the Senate Appropria- 
tions Committee, which is currently 
drafting the final version of the Army 
Civil Functions Appropriation Bill (HR 
7268). The bill was promoted on the 
basis that the additional power is needed 
by defense plants. It will be distributed 
via the Tennessee Valley Authority. 


> 
| Roanoke Rapids Dam Delayed 


ORK on the Virginia Electric & 
Power Company’s $27,000,000 
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hydroelectric power plant at Roanoke 
Rapids, North Carolina, has been sus- 
pended, Jack G, Holtzclaw, president of 
the company, announced recently. Holtz- 
claw said that only a topographic survey 
of the plant site and area would continue, 
and even that would be suspended by the 
end of this month. 

The announcement came after the 
Federal Power Commission in Wash- 
ington, acting on a petition of the power 
company, authorized the stoppage of 
work pending a decision by the United 
States Supreme Court on the appeal of 
the Secretary of the Interior challeng- 
ing the right of Vepco to build the plant. 
Secretary Chapman is fighting the case 
in the courts on the ground that the gov- 
ernment should build the plant rather 
than Vepco. The company won the first 
two rounds in the legal battle—in the 
district court in Baltimore and in the 
court of appeals, both of which upheld 
the permit granted by the commission 
to the utility. 


» 


Interstate Area Transit 
Commission? 


OMETHING new in the way of a regu- 

latory body would be provided for in 
a bill recently approved by the Senate 
Commerce Committee for transit regu- 
lation in the Washington metropolitan 
area. Committee Chairman Johnson 
(Democrat, Colorado) announced that 
his group had approved the bill “prac- 
tically unanimously.” The measure is 
now on the Senate calendar. 

The legislation is the outgrowth of 
repeated demands for better co-ordina- 
tion of public transit facilities in the 
metropolitan area. The measure was in- 
troduced by Senator Johnson after pub- 
lic hearings last month on other legisla- 
tion looking toward improvement in 
transit service in the District of Co- 
lumbia. 

The bill provides for a commission of 
three members appointed by the Presi- 
dent and subject to Senate confirma- 
tion. They would represent the District, 
Maryland, and Virginia. 
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REA Clarifies Area Coverage 


HE Rural Electrification Adminis- 
tration has issued an administrative 
bulletin clarifying certain aspects of area 
coverage provisions in rural telephone 
loan contracts. The policy statement ex- 
plains that the boundaries of the tele- 
phone service area shall be determined 
initially by the borrower, “having due 
regard to the inclusion of all farms and 
other rural establishments requiring tele- 
phone communications with their trad- 
ing and community centers and with 
each other.” Generally, loans shall be 
made for the purpose of providing ade- 
quate telephone service to all persons 
within the telephone service area who 
desire it. However, if it is found to be 
impractical to accomplish this result as 
a single project with one loan, considera- 
tion may be given to a loan application 
relating to only a portion of the area. 
Where the loan application relates to 
only a portion of the telephone service 
area, which shall include a proportionate 
share of the less desirable territory, the 
borrower will be required to explain the 
reasons for selection of the partial area, 
show that the proposed development is 
consistent with ultimate extension of 
service throughout the entire telephone 
service area, and present a plan for ex- 
tending service to the entire area. Loans 
will not be made to provide service to 
only a portion of the telephone service 
area unless the proposed development is 
consistent with ultimate extension of 
service throughout the entire area. 
Where the telephone service area is 
partially within the boundaries of any 
incorporated or unincorporated city, vil- 
lage, or borough having a population in 
excess of 1,500 inhabitants, the borrower 
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Exchange Calls 


And Gossip 


will not be required to include such non- 
rural portions of the area in its program 
for area coverage development. This 
shall be true regardless of whether or 
not the application requests funds for 
financing the construction or improve- 
ment of facilities located within such 
nonrural areas and that request is justi- 
fied on the basis that it is necessary in 
order to furnish or improve service in 
rural areas. 


ORROWERS will have the responsi- 
J bility of ascertaining the demand 
for telephone service in their service 
areas as a basis for REA appraisal of 
the degree of area coverage to be ac- 
complished. In addition, the borrower 
must supply REA with the information 
as to the means whereby such demand 
or absence of demand was determined. 
The borrower will be obligated to 
provide such facilities as may be neces- 
sary to enable it to serve all persons in- 
cluded in the project for which the loan 
is made without payment by these per- 
sons of any extra charge as a contribv- 
tion to the cost of construction of the 
facilities. As an extension policy, the 
borrower shall provide service to the 
widest extent practicable to other un- 
served persons desiring service after 
completion of the project without requir- 
ing payment by such persons of a con- 
tribution to the cost of constructing the 
facilities required to serve them. As a 
minimum requirement, the borrower will 
provide service without such contribu- 
tion to at least those unserved persons 
who meet either of the following condi- 
tions : 


(1) Service to such persons will not 
reduce the over-all density (the number f 
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EXCHANGE CALLS AND GOSSIP 


of subscribers per route mile of pole line 
underground cable and radio link) of the 
applicant’s system below that which was 
contemplated in the loan as existing at 
the time of completion of the project. 

(2) The cost of constructing the re- 
quired line extension for such persons 
will not exceed seven times the estimated 
annual exchange revenue from such 
persons. 

Service to persons in the above cate- 
gories (“other unserved persons”) not 
included in the project shall be pursuant 
to the terms and conditions set forth in 
the borrower’s tariff as duly filed with 
or approved by the appropriate regula- 
tory agency. However, the borrower is 
forbidden to file or submit for approval 
of a regulatory body, or adopt any pro- 
posed tariff, or continue in effect any ex- 
isting tariff, “unless under such tariff the 
borrower shall be obligated to serve un- 
served persons as heretofore provided.” 


* 


Recent Rate Developments 


HE $7,000,000 rate increase grant- 
ed by the Michigan Public Service 
Commission to Michigan Bell Telephone 
Company was hailed as a great victory 
for Detroit area subscribers, but regard- 
ed as “far out of line with economic 
reality” by the company. The company 
had asked for $17,000,000 in rate boosts. 
Company officials said that more than 
half of the $7,221,882 increase would go 
to the Federal government in taxes and 
that the increase “falls seriously short 
of what is desperately needed to assure 
good telephone service in the future.” 
James H. Lee, assistant corporation 
counsel and Detroit’s expert on utility 
rates, declared the rate increase an “ad- 
mission of our contention that the De- 
troit area should be figured on a different 
rate base, because the solid concentration 
of subscribers makes for more efficient, 
less costly operation.” The burden of the 
rate increase granted Michigan Bell will 
fall on outstate subscribers. The city of 
Detroit has long argued with the com- 
mission that Detroit users have been sub- 
sidizing the smaller communities and 


rural areas by paying the major share of 
previous rate increases. According to 
Lee, the city’s intervention in Bell re- 
quests for rate increases over the past 
five years has saved Detroiters more 
than $35,000,000. 

The commission approved a boost in 
pay phone tolls from a nickel to a dime, 
in addition to an increase of 75 cents a 
month on outside business telephones 
and a boost of 25 cents to 50 cents a 
month for residential subscribers in ex- 
changes having less than 3,000 instru- 
ments. 


op Colorado commission has ap- 
proved a 20 per cent increase in 
rates for the Mountain States Telephone 
& Telegraph Company. The commission 
gave its consent to a rate schedule drawn 
up by the company, calling for a $5,579,- 
412 increase, despite strong protests from 
the city and county of Denver. The city 
contends that the new rates discriminate 
against large centers of population. 

The commission explained that it had 
adopted the statewide principle of rate 
making sought by the company which is 
now in effect in thirty-one states and was 
recently upheld by New York’s highest 
court. It declared the new rates to be 
“just, reasonable, nondiscriminatory, and 
nonpreferential.” 

In Denver, the new tariff means that 
business single-party phones on a flat 
rate are increased ‘from $11.25 to $15.25 
per month, and 2-party business phones 
from $9.25 to $11.75; 1-party flat rate 
resident phones from $4.15 to $5.45; 2- 
party flat rate residence from $3.65 to 
$4.60. The schedule proceeds on a 
descending scale of rates down to group 
I, where a 1-party business phone is in- 
creased from $4.25 to $5.75 and a 1- 
party residence phone from $2.65 to 
$3.45. Group I takes in exchanges with 
as few as 700 telephones. 


oi Rhode Island Supreme Court has 
unanimously ruled invalid the $850,- 
000 annual rate increase which the New 
England Telephone & Telegraph Com- 
pany has been collecting from its sub- 
scribers since last August. Acting on 
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the protest of a Providence attorney, the 
supreme court said that Public Utility 
Administrator Thomas A. Kennelly 
erred in granting the company an in- 
crease in July, 1951. 

The company had asked Kennelly to 
grant a temporary increase. After find- 
ing no emergency existing to justify it, 
Kennelly then granted an increase on 
other grounds. In doing this, the court 
said he in effect changed the petition 
into one for a permanent increase, but 
failed to give proper notice for a hearing 
on a permanent increase. At the same 
time, the court added, the company failed 
to file sufficiently comprehensive sched- 
ules and detailed information as a basis 
for such an increase. 

The court said it recognized that the 
utility law should be liberally construed 
to accomplish its purpose and it appre- 
ciated Kennelly’s position that in the 
public interest further expense would be 
saved if he should pass on the evidence 
before him and determine the question 
raised thereby. “However,” the court 
remarked, “in our opinion the statute, 
though liberally construed, does not con- 
template that a short cut be taken . . .” 


* 


Ohio PUC Enforces 
Antigambling Order 


HE public utilities commission of 

Ohio, in a precedent-setting action 
last month, ordered the removal of two 
telephones from a private home because 
of alleged gambling activities there. The 
commission’s far-reaching order in- 
structed the Ohio Bell Telephone Com- 
pany to take out the phones immediately, 
in compliance with its antigambling or- 
der of December 21, 1951. 

Five other similar cases have been 
heard by the commission and are before 
that agency for final determination. The 
city of Columbus was permitted to inter- 
vene in all six cases. 

Last December the commission or- 
dered all telephone and telegraph com- 
panies to remove their facilities upon 
complaint from local law officials who 
had reason to believe the facilities were 
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being used in the furtherance of gam- 
bling activities. Last March, Ohio’s 
safety director complained to the com- 
pany against Edward Bell of Columbus 
and the alleged gambler’s telephones 
were removed. Bell appealed to the com- 
mission, however, which ordered service 
restored pending a hearing. In its order 
of June 5th, calling for final removal of 
the phones, the commission found its in- 
structions to restore service were con- 
trary to the antigambling policy. 


* 
Indiana Bell Buys Up 





Independents 


be Indiana Bell Telephone Com- 
pany’s bid for a part of the inde- 
pendent telephone properties owned by 
the late John T, Detchon was recently ac- 
cepted by the Marion County Probate 
Court. Indiana Bell made its successful 
offer of $1,085,537 while a newly formed 
co-operative was negotiating with the 
Indiana National Bank for purchase of 
some of the properties. The new co-op, 
known as the Hoosier Telephone Co- 
operative, Inc., apparently intended to 
finance the purchase by borrowing the 
money from the Rural Electrification 
Administration. 

In Washington, REA Administrator 
Wickard said he had been in Indiana 
looking over several companies, but 
stated emphatically that he was not a 
stockholder or shareholder in any or- 
ganization getting money from the gov- 
ernment. The acting manager of the 
new co-op is also general manager of the 
Indiana Statewide Rural Electric Co- 
operative, Inc. 

It is expected that the co-op may 
purchase the remainder of the properties 
belonging to the Detchon estate, all of 
which are in the western part of the state 
and which are valued at $651,022. The 
properties on which Indiana Bell made 
its successful bid include twenty-three 
exchanges serving about 12,800 tele- 
phones. The purchase must still be ap- 
proved by the Indiana Public Service 
Commission and the Federal Communi- 
cations Commission. 
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Financial News 
and Comment 


By OWEN ELY 


Methods of Equity Financing 
In 1951-52 


i e+ accompanying table (page 49) 
is designed to analyze the character 
of equity financing by electric and gas 
utilities in the calendar year 1951 and 
the first five months of 1952. Last year 
69 per cent of common stock financing 
was through the medium of rights; this 
year in the first five months the percent- 
age was only 54 per cent, but the huge 
Pacific Gas and Electric rights offering 
(about $68,000,000 offered to stockhold- 
ers of record June 10th) should raise the 
percentage substantially. If telephone is- 
sues were included, the immense Ameri- 
can Telephone rights offering of converti- 
ble debentures might be included as 
“delayed” equity financing. 

The proportion of offerings for which 
the underwritings were negotiated was 
48 per cent last year (total of rights and 
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direct offerings), but this year the per 
cent increased to 72. (The pending Pa- 
cific Gas issue is also negotiated.) Thus 
the trend would seem to be toward nego- 
tiated common stock offerings, both in 
rights issues and direct offerings, 

How successful has utility equity fi- 
nancing been? In the rights offerings the 
increasing use of oversubscriptions (sub- 
ject to allotment) has lightened the 
selling job of underwriters. Last year 
only 19 out of 44 common stock offerings 
gave the oversubscription privilege. This 
year in the first five months 13 out of 24 
did so. The oversubscription privilege al- 
most always means a total subscription in 
excess of 100 per cent. Thus last year 
there was no case where total subscrip- 
tions were less than 100 per cent ; in 1952 
there have been only two cases, one of 
which was very small. With oversub- 
scriptions there would seem to be less 
need for underwriting unless the issue 
is priced very close to the market; 
in the majority of cases the issues 
have been underwritten, probably as in- 
surance against a bad market or some 
other emergency. 


= to employees do not seem to 
produce important results, except of 
course in the case of American Telephone 
and Telegraph Company, which makes 
great concessions both on pricing and 
terms of payment. Where this device has 
been used by the electric and gas utilities 
the results have apparently not_been an 
important factor in the success of the 
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offering, and this year there have been 
fewer instances of such offerings. 

There is no statistical measure of the 
success of direct offerings to the public, 
but the Irving Trust Company, in its 
monthly tabulations of new offerings, 
grades them a, b, c, d to indicate the 
relative success, “a” meaning well re- 
ceived, “b” fairly well received, ‘“‘c” sold 
somewhat slowly, and “d” sold slowly. 
Last year, with a strong general stock 
market, direct offerings proved somewhat 
more successful than this year, as indi- 
cated by the amounts in millions under 
the different success ratings: 


1952 
Rating 1951 (5 months) 
D iikwech eaten $109 $67 
© avesnnsens 4 31 
We euidininiiis 19 12 
Ee 11 _- 
BR. kxixess $143 $110 


There are of course other features 
which deserve study, such as compensa- 
tion to dealers for soliciting subscriptions, 
company sharing in the profits of stock 
sold by underwriters, the average costs of 
underwriting and relative advantages of 
rights versus direct offerings, the effects 
of offerings on market prices, etc. Obvi- 
ously, to cover all these would require a 
long and detailed study. Because of the 
variations in the individual issues it 
would be difficult to tabulate these fac- 
tors so as to arrive at statistical averages ; 
probably the best results would be ob- 
tained by studying the individual pro- 
spectuses and the monthly, quarterly, and 
annual compilations prepared by the 
Irving Trust Company, Ebasco Services, 
and the SEC, 


> 


Suggestions on Regular Interim 


Reports 


7a Irving Trust Company has con- 
sulted a number of utility analysts 
and summarized their views, as to the 
best means of keeping Wall Street ad- 
vised through earnings statements, news 
letters, and other informal material cir- 
culated by the utility companies. The 
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following conclusions were reached: 

The analysts are in agreement on the 
importance of quarterly reports which 
include a statement of significant devel- 
opments, an income statement, and a bal- 
ance sheet. By far the majority want to 
receive comparative earnings figures ona 
three months’ and twelve months’ basis. 
As for the monthly reports, it is felt that 
it is sufficient if the income statements 
are furnished to the financial agencies for 
publication in their services, and here 
the prevailing opinion is that the 1-month 
and 12-month earnings periods on a com- 
parative basis should be used. 

As to earnings, the analysts would like 
to see the figures through the balance of 
income available for common stock. They 
would also like to have the earnings per 
share calculated on the number of shares 
outstanding at the end of the period as 
well as on the average number of shares, 
with the number of shares shown on 
which both figures are based. 

A separate survey was made for elec- 
tric light and power companies and for 
natural gas companies. However, the 
results were identical for both types of 
companies. It was felt that the quarterly 
interim reports should give, in addition 
to the income account and balance sheet, 
a statement of significant developments 
with respect to (1) territory, (2) rate 
changes, (3) future financing, (4) spe- 
cial facts (such as wage increases ) affect- 
ing changes in earnings, etc. 


‘> table of electric utility earnings 
on pages 53, 54, and 55 indicates the 
character of the interim statements now 
issued by these companies, but does not 
show which reports include a discussion 
of recent developments, The latter is fre- 
quently very important for proper inter- 
pretation of the income statements. 
Analysts are particularly interested in the 
extent to which share earnings figures 
should be adjusted to reflect (on a pro 
forma basis) recently granted rate in- 
creases. 

Such information, in our opinion, 
might well be placed in a footnote apply- 
ing to the reported share earnings. Thus 





An in 
per a 
equiv: 
come 
incre< 
for th 
but o1 
year’s 
increé 
prosp 
“Fact 
make 
ways 


R® 
share 
comp 





or ev 
dilute 
spite 
ally 
const 


Perc 
Ri 


a hypothetical note might read as follows: jf 








ched: 
n the 
vhich 
level- 
. bal- 
nt to 
ona 
asis, 
that 
1ents 
s for 
here 
onth 
:om- 


like 
‘e of 
‘hey 


ares 
d as 
res, 

on 


‘lec- 
for 


An increase in electric rates of $5,000,000 
per annum was granted February Ist, 
equivalent to about $2,400,000 after in- 
come taxes. Only three months of this 
increase are reflected in the above figures 
for the twelve months ended May 3lst, 
but on a pro forma basis, including a full 
year’s increase, share earnings would be 
increased to . Some security 
prospectuses now contain a section called 
“Factors Affecting Earnings” which 
makes such adjustments, though not al- 
ways on a per share basis. 


EPORTING of earnings on average 
R shares as distinct from outstanding 
shares seems to be increasing, since many 
companies apparently feel that a 1-for-5, 
or even a 1-for-10, common stock issue 
dilutes earnings to an unfair degree, de- 
spite the fact that such dilution is gradu- 
ally offset by use of the “interest on 
construction credit.” If the average share 
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method is employed it would seem unfair 
to use the interest credit in addition, ex- 
cept for proceeds of senior financing. In 
any event, it would seem advisable to 
present share earings on both bases and 
let the reader take his choice. In con- 
nection with average shares, several dif- 
ferent methods of averaging may be used 
—daily, monthly, or quarterly. Some 
public accountants are said to favor use 
of the quarterly method which ties in 
with dividend payments, This is the 
method followed by American Gas & 
Electric Company. 


W: should be glad to have expres- 
sions of opinion from our readers 
as to whether an extra column should be 
included in the tables at the back of this 
department for earnings on an average 
share basis, where these figures are made 
available. 
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ANALYSIS OF UTILITY COMMON STOCK FINANCING 
































1951 January—May, 1952 
Electric Gas Total Electric Gas Total 
Millions of Dollars 
Rights Issues 
i ee $136 $ 9 $145 $ 67 $12 $ 79 
Competitive Bids .. 45 21 66 29 rae 20 
Not Underwritten ..... 68 35 103 17 3 20 
TE ck akkescn ees $249 $ 65 $314 $113 $15 $128 
Direct Offerings 
Negotiated ............ $ 33 $ 40 $ 73 $ 63 $29 $ 92 
Competitive Bids ...... 67 == 67 18 one 18 
DE Riwsdensedscess $100 $ 40 $140 $ 81 $29 $110 
Total All Issues ..... $349 $105 $454 $194 $44 $238 
Percentages 
Rights Issues 
Negotiated ............ 39% 9% 32% 34% 27% 33% 
Competitive Bids ...... 13 20 Ci 15 _— 12 
Not Underwritten ..... 19 33 23 9 7 9 
Ep ekendestuaeed 71% 62% 69% 58% 34% 54% 
Direct Offerings 
Negotiated ...........-. 10% 38% 16% 33% 66% 39% 
Competitive Bids ...... 19 — 15 9 — 7 
_ -oeCenroe 29% 38% 31% 42% 66% 46% 
Total All Issues ...... 100% 100% 100% 100% 100% 100% 
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Interconnection of Electric 
Utilities 

HE extent to which the electric utili- 

ties have now been interconnected is 
indicated in the map on page 51, prepared 
by the Edison Electric Institute, and pre- 
sented in the brochure “Electric Power 
in the United States and Overseas” by 
President Walker L. Cisler of Detroit 
Edison Company. 


* 


Utility Stocks Legal for Savings 
Banks in New York State 


HE state of New York now permits 

savings banks to invest a small part 
of their funds in preferred or common 
stocks, subject to certain standards as 
defined in the act (§ 26 of the Banking 
Law). Moody’s service has issued a list 
of issues which it considered eligible, at 
the time of publication (April 26th), and 
this contains the utility common stocks 
shown in the table, page 52. Under 
the peculiar standards of the law, some 
well-known stocks such as Pacific Gas 
and Electric and Southern California 
Edison are omitted. 

Some of the new holding company 
stocks such as Central & South West, 
Middle South Utilities, Southern Com- 
pany, Texas Utilities, and New England 
Electric System are excluded, apparently 
because of the lack of a 10-year dividend 
record. Of the old-line holding compa- 
nies, Philadelphia Company is included, 
but North American Company does not 
appear because for part of the 10-year 
period it paid only stock dividends, It 
seems rather amazing that a transit stock 
such as St. Louis Public Service (which 
does not earn its dividend) can qualify, 
while sound electric utility stocks like 
Niagara Mohawk Power and Long Is- 
land Lighting are barred. 

It is unfortunate that the legislature set 
up the law apparently without adequate 
consultation with bankers, analysts, or 
representatives of the utilities themselves. 
The law would seem to be modeled some- 
what after the old legal requirements for 
railroad issues, which are not at all 


JULY 3, 1952 50 


adapted to the selection of sound utility 
stocks. In any event, some of the utilities 
now excluded will gradually find their 
way into the list as they are able to meet 
the “age” requirement. Meanwhile, the 
savings banks are unduly restricted in 
their choice of issues. 


oe 


Advantages of Private 
Placements 


EHMAN Bros. recently issued a pam- 
phlet entitled “Private Placements 
—A Means of Raising Capital in 
a Changing Economy.” The firm pointed 
out that prior to the 1930's practically 
all security issues were sold by public 
offerings, but that since then the method 
of private placement has become impor- 
tant as an alternative method. It means 
the direct sale of corporate securities to 
a limited number of investors (sometimes 
a single institution). Originally, such 
sales were made only to insurance com- 
panies, but in recent years other invest- 
ment agencies such as pension funds have 
become important buyers. The functions 
of the investment banker in aiding such 
private placements are described as fol- 
lows: 

(a) The interpretation of economic 
and financial trends as they bear upon 
the issuer’s capital requirements. 

(b) Formulation of financing plans, 
suited to the issuer’s particular needs 
and adapted to the current investment 
market. 

(c) Preparation of descriptive and 
analytical data for submission to insti- 
tutional investors. 

(d) Negotiation with institutional 
investors of new issue provisions, 
which preserve for the issuer maxi- 
mum flexibility, consistent with appro- 
priate investment safeguards. 

(e) Negotiation with institutional 
investors of dividend or interest rate, 
which equitably measures the quality 
of the new issue and the level of the | 
prevailing money market. 

(f) Collaboration with the legal 
staffs of the issuer and the institutional 
investor in concluding the transaction. 
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ELECTRIC TRANSMISSION LINES 











JULY 3, 1952 





PUBLIC UTILITIES FORTNIGHTLY 


Lehman Bros. over the past seventeen 
years placed 147 issues for 93 issuers. 
The aggregate amount was $1.3 billion, 
which included $150,000,000 for Radio 
Corporation of America (three trans- 
actions), $100,000,000 for Iron Ore 
Company of Canada, and many other 
important transactions. 


EPRESENTATIVE Louis B. Heller, 
R chairman of the House Interstate 
Commerce Subcommittee which has 
been investigating the SEC, apparently 
favors the registration of new securities 
sold directly to institutional investors. 
According to Business Week, he thinks 
the increasing trend toward private place- 
ments may be unfair to little investors. 


He is reported as stating that 59 per cent 
of all corporate bond issues were sold pri- 
vately last year compared with only 21 
per cent in 1945. It is not clear whether 
these figures refer to the number of issues 
or the aggregate dollar amount. In any 
event, the 1951 compilation for utility 
financing made by Ebasco Services (see 
ForTNIGHTLY of January 31st, page 173) 
indicated that only $618,000,000 utility 
issues were sold privately out of a total 
$2,944,000,000, or only about 21 per cent; 
in 1950 the proportion was 23 per cent. 

SEC Chairman Cook apparently has 
not taken sides.in the matter, It might 
be helpful for utility analysts to have 
available the prospectuses for privately 
placed issues, but this hardly seems nec- 





Electric-Gas 


American Gas & Electric 
Atlantic City Electric 

Boston Edison 

Central Illinois Light 
Cincinnati Gas & Electric 
Cleveland Electric 

Columbus & Southern Ohio Edison 
Commonwealth Edison 
Community Public Service 
Consolidated Edison 
Consolidated Gas of Baltimore 
Consumers Power 

Dayton Power & Light 
Delaware Power & Light 
Detroit Edison 

Florida Power 

Gulf States Utilities 

Houston Lighting & Power 
Idaho Power 

Indianapolis Power & Light 
Iowa-Illinois Gas & Electric 
Iowa Power & Light 

Kansas City Power & Light 
Kansas Power & Light 
Louisville Gas & Electric 
Missouri Public Service 
Montana Power 

New York State Electric & Gas 
Northern States Power 

Ohio Edison 

Oklahoma Gas & Electric 
Pennsylvania Water & Power 
Philadelphia Company 
Philadelphia Electric 





PUBLIC UTILITY COMMON STOCKS 
Considered Legal for New York Savings Banks by Moody’s Service 


Potomac Electric Power 
Public Service of Colorado 
Scranton Electric 

Toledo Edison 

Virginia Electric & Power 
Wisconsin Electric Power 


Gas 


Consolidated Natural Gas 
Lone Star Gas 
Mississippi River Fuel 
Montana-Dakota Utilities 
Northern Natural Gas 
Oklahoma Natural Gas 
Pacific Lighting 

Pacific Public Service 
Panhandle Eastern Pipe Line 
Peoples Gas 

Southern Natural Gas 
United Gas Improvement 
Washington Gas Light 


Telephone 


American Telephone & Telegraph 
New England Telephone & Telegraph 
Pacific Telephone & Telegraph 
Peninsular Telephone 


Transit 
Capital Transit 
National City Lines 
St. Louis Public Service 
Water 
Hackensack Water 
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essary considering the wealth of informa- 


| tion which is made available by utility 


companies in prospectuses, annual re- 
ports to stockholders, statistical reports 
to insurance companies, data books, in- 
terim statements, etc. The situation may 
be somewhat different for industrial com- 
panies which do not “live in a fish bowl” 
as do the utilities. 

In any event, it is hard to see what the 
whole affair has to do with small inves- 
tors, There would seem to be plenty of 
outlets for their investment activities, 
both in existing security markets and in 
new issues. The insurance companies are, 
on the whole, doing an excellent job. 
They purchase a large proportion of all 
security offerings in any event; whether 
they should buy in the open market, or 
through the medium of private placement, 
would seem to depend largely on the judg- 
ment of the borrowing company and its 


bankers. Some issues can better be placed 
privately, and there have been many 
cases where preferred stock issues have 
been badly handled in the competitive 
bidding markets, because this method 
makes it difficult to gauge correctly the 
institutional demand for an issue which 
may prove “sticky” in an unsettled 


market. 
e 


Issue to Aid Expansion 


OMMONWEALTH Epison COMPANY 
has announced a 4-year construc- 
tion program calling for the expenditure 
of about a half billion dollars. The com- 
pany intends to obtain about $200,000,- 
000 of this from cash resources, deprecia- 
tion funds, and undistributed earnings. 
This will leave about $300,000,000 to be 
obtained through the sale of securities. 





FINANCIAL DATA ON ELECTRIC UTILITY STOCKS 
——share Earnings* 
1951 6/11/52 Cur- req. Price- Div. 
Rev. Price Div. rent Cur. %In- Of Re- Earns. Pay- 
(Mill.) About Rate Yield Period crease ports** Ratio out 
$193 S American G. & E. ...... 62 $3.00# 48% $446a — my 13.9 67% 
22 O Arizona Public Service .. 14 80 5.7 95a 23% ay 147 8&4 
6 O Arkansas Mo. Power.... 164 1.00 6.1 123m D13 qy 134 81 
20 S Atlantic City Elec. ...... 26 135 5.2 1.7la 12 my 15.2 79 
4 O Bangor Hydro Elec. ..... 28 1.60 5.7 2.10m D110 qy 133 76 
20 Bovey G EZ. .. cece 50 370 74 4.13d 31 a ii @W 
3 O Black Hills P.&L..... ® 128 6.4 1.70a D5 qy 118 75 
74 B Boston Edison .......... 47 280 6.0 3.23m 4 qy 146 87 
13 O California Elec. Pr. .... 9 60 6.7 66m 8 qy 167 111 
12 O Calif. Oregon Pr. ...... 26 1.60 6.2 1.8la DS b 144 8&8 
3 Cope ©. Ske ocss000 37. 2.00 54 2.79a 4 my 133 72 
18 S Cen. HudsonG.& E..... 11 60 5.5 79m 22 ay 13.9 83 
14 O Central Ill. E.&G....... 24 1.30 5.4 2.18m D1 bq 11.0 60 
22 S Central Ill. Light ........ 37 220 5.9 2.9la 1 mey 127 76 
Se OD GH Be Be Me occccces 19 1.20 63 1.47m D8 qy 129 82 
S$ © Central Las. Elec. ....... 34 «2.00 59 2.76m NC qa 23 fa 
24 O Central Maine Power.... 18 1.20 6.7 1.45a 7 my 124 83 
80 S Central & S. W......... 18 90 5.0 1.42m 6 qy 12.7 63 
8 O Central Vermont P. S... 12 80 6.7 1.20a 30 my 100 67 
77 S Cincinnati G. & E. ...... 39 §=©2.00# 5.1 2.92m 5 qy 134 68 
5 O Citizens Utilities ....... 9 30F# 6.3 80m 21 qc 113 38 
80 S Cleveland Elec. Illum..... 53 2.60 4.9 3.82m 7 aqy 139 68 
2 O Colorado Cent. Power... 17 100 59 1.37m 4 qc 124 73 
31 S Columbus & S.O.E...... 23 140 6.1 2.04m 9 aqy 113 69 
281 S Commonwealth Edison... 32 1.80 5.6 2.03m D7 qy 158 89 
7 C Community Pub. Ser. ... 16 90 5.6 1.41m 14 qy 113 64 
1 O Concord Electric ....... 35 240 69 2.52d DS a 139 95 
48 O Connecticut L. & P. ..... 15 88 5.9 97a D4 mecy 155 91 
16 O Connecticut Power ...... 36 «2.25 6.3 2.30m Dil ay 15.7 98 
418 S Consol. Edison .......... 35 200 5.7 2.25m 1 qy 156 89 
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6/11/52 

(Continued) Price 

About 
Consol. Gas Balt. ........ 26 
Consumers Power ...... 36 
| a | eer 35 
Delaware P.& L......... 25 
2) >? eee 21 
Detroit Edison .......... 24 
TS oO rere 86 
El Paso Electric ........ 23 
Empire Dist. Elec. ...... 22 
Fitchburg G. & E. ...... 46 
Florida Power Corp. .... 20 
Prossan FB. & Li... ccccs. 29 
General Pub. Util. ...... 24 
Green Mt. Power ....... 18 
Gulf States Util. ........ 24 
Peete Be. Bn wccccces 48 
Haverhill Electric ...... 33 
| SS ae 22 
SGRRO POWE? 2.ccccecccce 36 
Illinois Power .......... 38 
Indianapolis P. & L. .... 36 
Interstate Power ........ 9 
lowa Elec. L. & P. ...... 15 
Iowa-Ill. G. & E. ........ 26 
Iowa Power & Light .... 24 
Iowa Pub. Service ...... 21 


Iowa Southern Util. ..... 17 
Kansas City P. & L. 
Kansas Gas & Elec. ..... 
Montes Fs. & GA. .oscccce 18 


Kentucky Utilities ...... 16 
Lake Superior D. P. .... 27 
Lawrence G. & E. ...... 38 


Long Island Lighting .... 16 


Louisville G. & E. ...... 37 
Lowell Elec. Lt. ........ 45 
Oe" "Se eer 27 
Madison G. & E. ........ 32 
Maine Public Service ... 17 
Michigan G. & E. ...... 29 
Middle South Util. ...... 24 
Minnesota P. & L. ...... 35 
Missouri OE ccwncces 10 


DE Wo Uh ocxcceeess 17 


Missouri Utilities ....... 16 
Montana Power ........ 27 
Mountain States Pr. .... 13 
New England Elec. ...... 13 
New England G.& E.... 15 
New Orleans P. S. ...... 40 
Newport Electric ........ 29 
BD. 2 eee @G..... 
Niagara Mohawk ........ 27 
North American ........ 22 
Northern Ind. P. S. ..... 25 
Northern States Pr. ..... 11 
Northwestern P. S. ...... 12 
OO eee 34 
Oklahoma G. & E. ...... 24 
Otter Tail Power ...... 22 
Pateee Ge @ By cccccccses 33 
PORES Bs OE Ee vecccecccs 18 
Penn Power & Light .... 29 
1952 
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——Share Earnings* 





Cur- Freq. Price- Div, 
rent Cur. %In- Of ‘Re- Earns. Pay- 
Yield Period crease ports** Ratio out 
5.4 1.62m D9 qy 160 86 
5.6 2.69a — mey 134 74 
5.7 2.63m 1 qy 133 76 
48 1.64m D17 qy 152 73 
6.7 1.45d D30 qe 145 97 
5.8 1.64a DS b 146 83 
5.5 636m D115 bq 135 75 
5.2 1.84a 6 my 12.5 65 
6.4 2.16m 10 qy 102 65 
6.5 3.12d D15 a 147 %6 
6.0 1.46m 1 qy 13.7 82 
48 2.52m 3 qy 115 56 
5.8 1.90m 16 qy 126 74 
6.7 1.88f 14 qy 96 64 
5.0 1.55a D1 my 15.5 77 
5.7 2.76m D6 ay 17.4 100 
6.8 2.59d D17 qc 127 93 
4.6 1.52a 17 my 145 = 66 
5.0 3.12m 22 qy 115 58 
5.8 2.76a D2 b 138 80 
5.6 3.33m 1 qy 108 60 
6.7 .86m 8 qy 105 70 
6.0 1.45a D9 my 103 62 
6.9 2.14m D112 qy 121 8&4 
5.8 1.94m 6 bq 124 72 
5.7 1.78a D5 b 118 67 
7.1 1.20a D12 b 142 100 
5.7 1.76a D1 b 159 91 
6.1 3.0la D6 my 110 66 
6.2 1.32m D8 qy 13.6 85 
6.3 1.47m D2 qy 109 68 
6.7 2.73m 11 qy 99 66 
6.3 2.65d D15 qc 143 91 
5.6 1.28m 32 qy 125 70 
49 3.15m 14 qy 117 57 
6.7 3.70d D7 qc 122 91 
5.9 1.56d D26 a 17.3 103 
5.0 2.47d 7 q 13.0 65 
7.1 1.51m 9 my 113 79 
6.2 2.67m 9 qy 109 67 
5.4 1.72a 10 qy 140 76 
6.3 3.15a D8 my 11.1 70 
7.0 1.14m D4 qy 88 61 
5.3 1.56m — qc 109 58 
6.3 1.62d 13 qy 99 62 
5.7 2.43a D2 my 111 64 
6.5 1.22m 3 ay 107 69 
6.9 1.33m D1 qe 98 68 
6.7 1.24a D7 b 121 81 
5.6 2.6la D8 my 15.3 86 
6.9 2.32a D1I8 my 125 86 
5.2 2.49a 25 my 133 68 
5.9 1.93m 24 ay 140 83 
5.5 1.33m D8 ay 165 90 
6.1 2.23a D1 ec 112 68 
5.8 91m — qy 12.1 77 
6.7 1.28m ~- qy 94 63 
5.9 2.71a — mey 125 74 
5.8 1.78m 19 qy 13.5 79x 
6.8 1.70a D21 c 129 8&8 
6.1 2.3la NC bq 143 87 
6.1 1.54m 22 my 117 71 
a5 2.38a 16 my 11.7 67 
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——Share Earnings* 


1951 6/11/52 Cur- Freq. Price- Div. 
Rev. (Continued) Price Div. rent Cur. % In- Of Re- Earns. Pay- 
(Mill.) About Rate Yield Period crease ports** Ratio out 
7 C Penn Water & Power.... 38 2.00 5.3 2.24d — qc 170 89 
165 S Philadelphia Electric .... 30 150 5.0 2.09m D8 qy 144 72 
25 O Portland Gen. Elec. .,.... 28 1.80 64 2.38a 4 ec 118 76 
43 S Potomac Elec. Power.... 16 90 5.6 1.24m 31 qy 129 73 
49 S Pub. Serv. of Colo. ..... 30 140 4.7 2.15m 1 ay 140 65 
201 S_ Pub. Serv. E.&G....... 26 160 62 2.11m NC ac 123 % 
50 S Pub. Serv. of Ind. ...... 30 1.80 6.0 2.29a 13 emi FF 
17 O Public Serv. of N.H..... 26 1.80 6.9 1.79a 23 mey 145 101 
7 O Public Serv. of N. M..... 9 we 62 84d 5 ay 107 67 
21 O Puget Sound P.& L..... 19 80 42 159m DI15 my 119 60 
38 S Rochester G. & E. ...... 36 =62.24 62 2.45m _— qy 147 91 
S$ © RecueedL.&P......... 11 60 5.5 .68d D3 b 162 8&8 
29 O San Diego G. & E. ..... 14 80 5.7 1.32a 15 b 106 61 
Ti S Serabee Eis. ove cacess. 14 1.00 7.1 1.03a D13 my 136 97 
5 O Sierra Pacific Power .... 25 160 6.4 1.93a D3 my 130 83 
118 S_ So. Calif. Edison ........ 35 2.00 5.7 3.03m 11 aqy 116 66 
23 S So. Carolina E.&G...... 10 60 6.0 63m — mey 159 95 
4 O Southern Colo. Pr. ...... 11 70 64 89f 10 ce 123 79 
154 S Southern Company ...... 14 80 5.7 1.17a 21 my 120 68 
11 S So. IndianaG. & E. ...... 23 150 6.5 1.94a Di2. mcey 11.9 77 
2 O Southwestern E. S. ..... 14 88 6.3 1.41f 8 — 99 63 
23 O Southwestern P. S. ..... 19 112 5.9 1.37a 17. mcey 13.9 82 
6 S Se oot. & P. ...... 26 160 62 2.11m 5 qy 123 76 
13 C Tampa Electric ......... 39 240 62 3.06a D7 my 127 78 
S2 S Texas Utilities .......... 38 1.68 4.4 2.76a 29 qy 138 61 
31 S Toledo Edison .......... 11 70 64 .96m 1 qy 115 73 
7 O TucsonG.E.L.& P..... 27 1.60 5.9 2.55m 18 bq 106 63 
23 O United Illum. .......... 41 2.40 5.9 2.38d D16 — 172 100 
2 O Upper Peninsula Pr. ..... 16 120 7.5 1.44m 5 bq 11.1 83 
24 S Utah Power & Light ..... 31 180 58 2.37a D5 mey 13.1 76 
@ S Vege EGP. ........ 23 140 6.1 1.77a 5 mey 130 79 
— O Washington Water Power 26WD1.30 5.0 1.52a 22 my 17.1 86 
100 S West Penn Elec. ........ 32 «200 63 2.90a 3 ce 110 69 
54 O West Penn Power ...... 39 185 47 2.32m D4 qy 168 80 
8 O Western Lt. & Tel. ...... 25 160 6.4 2.18m 8 qy 115 73 
19 O Western Mass. Cos. ..... 31 2.00 6.5 2.10d D22 qe 148 95 
73 S Wisconsin E. P. ........ 24 1.30 5.4 2.04m D9 ay 118 64 
26 O Wisconsin P. & L. ...... 19 1.12 5.9 1.66m 16 ay 114 67 








I oi cca tteneccckeeves 5.9% 13.0 77% 
—s Companiestt 
c 


Brazilian Trac. L. & P. 10 $1.00 10.0% $2.47d 5 qc 40 40 
3 C Gatineau Power ......... 18 1.20 6.7 1.30d Dil qc 138 92 
8 C Quebec Power .......... 18 100 5.6 1.17d Dil qc 154 8&6 
37 C Shawinigan Water&Pr.. 43 145 34 1.84d D7 qc 23.4 79 
16 C Winnipeg Elec. .......... 36 240 6.7 2.26d D7 a 15.9 106 





a—April, 1952. d—December, 1951. f—February, 1952. m—March, 1952. B—Boston ex- 
change. C—Curb exchange. O—Over-counter or out-of-town exchange. S—New York Stock 
Exchange. D—Decrease. E—Estimated. NC—No comparable figures available. PF—Pro 
forma. WD—When delivered. *If additional common shares have recently been offered, earn- 
ings are adjusted to give effect to the offering. Percentage change is in the balance available for 
common stock. ttWhile these stocks are listed on the Curb, Canadian prices are used. (Curb 
prices are affected by exchange rates, etc.) #Stock dividend also paid in 1951. **The following 
symbols are used in this column to indicate the periods and frequency of earnings reports: a— 
Calendar year only. b—Twelve months only (reported monthly). bq—Twelve months only 
(reported quarterly). c—Cumulative months and twelve months. m—Month only. mc—Latest 
month and cumulative months. mcy—Latest month, cumulative months, and twelve months. 
mqy—Latest month, three months, and twelve months. my—Latest month and latest twelve 
months. q—Latest quarter only. qc—Quarters cumulatively. qy—Latest quarter plus last twelve 
months. x—The dividend pay-out ratio would be 74 per cent on the basis of budgeted earnings 
of $1.90 for the calendar year 1952. 
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NUMBER Of scholars, as well as prac- 
titioners, of utility regulation are 
beginning to wonder whether the accept- 
ed “utility formula” for rate fixing may 
not need some overhauling, here and 
there, in the light of changing economic 
conditions. FPC Commissioner Nelson 
Lee Smith, for example, in his interest- 
ing concurring opinion in the recent 
Northern Natural Gas Case, seems to be 
the latest authority who is feeling un- 
easy over the practical application of 
strict adherence to the original cost less 
depreciation formula for fixing utility 
rates under any and all circumstances. 
The current (May) issue of Land 
Economics, the quarterly journal of 
planning, housing, and public utilities, 
issued by the University of Wisconsin, 
contains a 40-page article by Professor 
Walter A. Morton of the department of 
economics of the University of Wiscon- 
sin, dealing with the practical possibili- 
ties of a more realistic approach to regu- 
lation, in the light of present-day infla- 
tionary conditions. Professor Morton’s 
article, entitled “Rate of Return and the 
Value of Money in Public Utilities,” is 
summed up quite neatly in the following 
prefatory paragraph : 


Regulatory bodies are now being 
asked to allow higher earnings for 
utilities to compensate for inflation. 
Should commissions grant this re- 
quest, or should they ignore price 
changes and base valuation procedures 
on nominal cost under the historical 
cost doctrine? It is held below that 
the power to regulate should not and 
does not convey the right to enforce 
purely nominal valuations on public 
utilities which, in the event of infla- 
tion, tend to destroy the real value of 
utility property. It is shown, however, 
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Do Regulatory Concepts Need 
Adjustment for Inflation? 
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that the use of reproduction cost is an 
undesirable method of attempting to 
allow for monetary depreciation, that 
the nominal historical cost doctrine 
though expedient during periods of 
stability is inherently fallacious when 
the value of money changes, and that 
the policy of adjusting the rate of re- 
turn to the cost of money does not 
and cannot compensate for inflation. 
In order to prevent gradual expropria- 
tion of utility property in the event of 
inflation, the rate of return should con- 
tain an inflation adjustment which is 
applied only to the common stock 
equity. Such an adjustment is not 
necessary to attract new capital but it 
is fair and equitable. Under present 
circumstances, it seems that the stock- 
holders of the average electric utility 
in the United States would be com- 
pensated for inflation by an addition 
of about .7 per cent to the present rate 
of return. A formula is suggested for 
computing the price adjustment which 
might enable regulatory commissions 
to make a reasonable compromise be- 
tween extreme positions, provide a 
workable method of adjustment for 
inflation, and do justice both to con- 
sumers and holders of utility equity 
securities. 


ucH of Professor Morton’s article 

deals with the background of pub- 
lic utility regulation which led to the 
necessary monopolistic concept and its 
regulatory obligations. Morton makes a 
strong point of equity, however, when he 
states his own conviction that the his- 
torical cost or “nominal dollar doctrine” 
of utility regulation, however con- 
venient and workable, was never “i 
tended to provide a technique for expro- 
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WHAT OTHERS THINK 


priating the investor.” He then states: 


. . . No inexorable logic compels one 
to accept the view that because the 
plant is carried at original cost the 
utility should be permitted to earn 
only on this cost during a period of 
inflation or deflation. This is a matter 
of public policy, not of accounting, nor 


of logic. 


Under the subhead “Fallacy of Nomi- 
nal Dollar Doctrine,” Professor Morton 
gets down to cases. After citing concrete 
examples of what happens to the inves- 
tor during deflation and inflation, the 
nominal dollar formula is denounced as 
unfair because it is a one-way street. 
Professor Morton says on this: 


The original investor was robbed 
during the inflation and now has been 
restored to his original position by de- 
flation, but the investor of inflated dol- 
lars gets a great windfall through de- 
flation. Of course the consumer would 
not tolerate such high payments for 
utility services and would soon put an 
end to the nominal dollar theory. This 
theory of valuation would therefore be 
applicable only so long as it expro- 
priated the investor; it would not be 
applied when it put a great burden on 
the consumer. No matter how intend- 
ed, in hard cases it becomes a one-way 
theory. 


O* the “cost of money,” which is cur- 
rently being given quite a play 
among the regulatory commissions in 


§ holding down rate increases, Professor 


Morton concludes, by a process of elimi- 
nation, that cost of money bears no rela- 
tionship to price level. It may remain 
stable or fall while prices rise or fall. 
Consequently, the money market does 


| not compensate automatically for infla- 


tion and, if that is desired, the combina- 
tion must be provided by a procedure 
which breaks completely with the theory 
that “cost of money” and “fair rate of 
return” are practically equivalent. 

As the Wisconsin professor puts it, 
regulation must “openly recognize that 
a fair rate of return consists of two 
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factors: (1) cost of money, (2) plus or 
minus combination for inflation and de- 
flation. Professor Morton places his case 
for inflation adjustment squarely on the 
foundation of equity. He dismisses as a 
false premise reasons of “economic ne- 
cessity.” He says “the effects of direct 
confiscation must not be confused with 
indirect confiscation by means of infla- 
tion.” 

He believes that the stockholder not 
only should be protected by an inflation 
adjustment, but utilities should be per- 
mitted to issue bonds and preferred 
stocks with a purchasing power clause 
provided that bond buyers are willing to 
risk money payments fluctuating up and 
down with prices. During periods of ris- 
ing prices the cost of servicing the debt 
would rise and rates would have to be 
raised accordingly. If prices fell, debt 
service would fall and rates could be 
reduced. 


Mos doubts that institutional in- 
vestors with fixed-money liabilities 
would be interested in such a security, 
but that no legal or regulatory obstacle 
should be placed in its way. Professor 
Morton’s price adjustment formula is 
given in mathematical terms and worked 
out in concrete examples. The inflation 
adjustment proposed is about .7 per cent 
so that the net upward adjustment in the 
rate of return would be .2 per cent. How- 
ever, if inflation continues to rise, the 
price adjustment would rise. A doubling 
of prices from present levels would raise 
the inflation adjustment from .7 per 
cent to about 3 per cent, which would 
offset any likely fall in the cost of money 
due to assurance of inflation protection. 

It is conceded that any considerable 
inflation would cost the consumer more 
than he would be paying under the 
nominal cost rule. He conceded also that 
in some cases companies and commis- 
sions may consider inflation adjustment 
presently inapplicable. But Morton 
thinks the principle of adjustment re- 
mains sound and may come to have more 
relevance to the future in order to main- 
tain the real value of utility investment. 
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A Study of Advertising for Factories 


' A 7 HEN a utility company, or its town, 
advertises for factories, it may be 


long after that they come. So results are 
hard to pin down. 

Yet this advertising goes right on, and 
researchers at the University of Santa 
Clara have been probing into results, and 
have published a report that has interest 
for chambers of commerce, utility com- 
panies, railroads, newspapers, banks, 
engineering firms, and government de- 
velopment agencies that do this adver- 
tising. 

What publications are most used; 
which bring the most replies? 

What does the community offer as an 
inducement to move a factory? 

Does advertising make the community 
more widely known; identify the adver- 
tising organization as a source of in- 
formation; give evidence that the com- 
munity has an industrial development 
program? 

In this order these publications are 
most widely used: Business Week, For- 
tune, The Wall Street Journal, U. S. 
News, metropolitan dailies, Newsweek, 
trade journals, Time, Dun’s Review, gen- 
eral magazines, WNation’s Business, 
Forbes, Harvard Business Review, and 
Barron’s. 

But media bringing the most replies 
run thus: metropolitan dailies, Business 
Week, Newsweek, Fortune, The Wall 
Street Journal, trade journals, Nation’s 
Business, Dun’s Review, general maga- 
zines, and Time. 

Advertising is beamed at the areas 
where the factories are: New England, 
Middle Atlantic states; New England 
seeks factories from New York and New 
Jersey; the South seeks them in New 
England. 


_ major four inducements offered 
are: (1) labor supply, (2) access 
to markets, (3) transportation facilities, 
and (4) raw materials. Secondary or 
specialized considerations are: cheap 


power or fuel, abundant water, suitable 
factory sites with room to grow, pleasant 
living conditions and climate. A recent 
inducement is location inland with 
security from bombing. Low taxes are 
at the very foot of the list—probably an 
advantage not deliverable! 

The basic reasons given for advertis- 
ing indicate that the community has been 
studied, and lacks something. It has 
grown fast, and needs more payrolls; is 
a single industry town, needs diversifica- 
tion ; or it is agricultural, needs factories ; 
has lost factories, wants others; has lost 
population or is standing still ; is worried 
by the industrial expansion of neighbors, 
wants to grow, too. 

The number of replies received varies 
from 1,533 that came in during ten 
months to a group of utility companies, 
down to 350 in a year. Advertisers gen- 
erally feel that the number of replies is 
not important as an indication of results 
—some consider the number confiden- 
tial. 

There is little dissatisfaction with re- 
sults. Most organizations report that ad- 
vertising appropriations will be in- 
creased, or kept at present levels. Dis- 
satisfaction is charged to lack of definite 
objectives in copy or campaign; too 
limited a campaign; lack of proper fol- 
low-up; poor choice of media and copy. 

This advertising is regarded as only 
part of a comprehensive program, which 
should include printed matter for follow- 
up, personal calls on interested factory 
owners by citizens or organization off- 
cials, full information to community 
leaders, legislators, and others about 
what is being done to stabilize the com- 
munity, and even community “days” or 
“weeks” to remind citizens that the com- 
munity has something to sell, and is con- 
ducting a campaign to sell it. 

—J.H.C. 
BIDDING For INDUSTRIAL PayRoLts, Bureau of 


Research, University of Santa Clara, Santa 
Clara, California. Price $2.25. 
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Court Sets Hearing 


HE U, S. District Court at Portland, 
Maine, will hold a hearing on July 
17th on the distribution plan of Ameri- 





s lost F can Power & Light Company by which 
rried § it plans to get rid of its $50,000,000 stock 
bors, f interest in Washington Water Power 
; Company. 
aries The hearing date was announced by 
ten Bf the Securities and Exchange Commis- 
mies, § sion. SEC already had approved the plan 
§en- § and had asked the court to order its en- 
€S 1S & forcement. 
sults American Power owns all the Wesh- 
den- ington Water Power stock. American 
Power, a public utility holding company, 
1 Fre- & is under an SEC order to liquidate. The 
tad- § Washington Water Power stock is one 
Din. of its last major holdings. 
is- 


The stock of the Spokane utility would 


_ be distributed to American Power & 
00 

fol- 

opy. 

only 

— Bus Fare Hike Blocked 

<0 HE District of Columbia Public 
-d Utilities Commission last month 
nit denied Capital Transit’s request for an 
me immediate fare increase. The company 
nan had asked the commission to boost fares 
or Bon June 29th by abolishing tokens and 
on weekly passes, thus making the present 
o_o 15-cent cash fare apply to all riders. 

) | To prevent the requested fares from 
u of 

anta 


Pay Increase Approved 


t Te regional Wage Stabilization 
Board recently approved a general 
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In General 


Light shareholders on a 1-for-1 basis. 


Broader Power Program Needed 


EPRESENTATIVE Michael J. Kirwan 
(Democrat, Ohio) told President 
Truman last month that in view of the 
heavy expansion of the television indus- 
try, the country needed a broader public 
power program to put electricity into 
more homes. 

Kirwan told reporters he saw a news 
story recently that there would be 47,- 
000,000 television receivers in this coun- 
try within ten years. He then asked for 
a conference with Mr. Truman to urge 
that the Democrats include a strong pub- 
lic power plan in their 1952 platform. 

He said Mr. Truman agreed with him 
fully on the continuing need for strong 
public power representation by the 
Democrats. 


District of Columbia 


taking effect until it has held a hearing, 
the commission ordered that present 
fares be continued until a hearing. No 
hearing date was set at that time. 

Just before filing for the increase, Capi- 
tal Transit had asked Congress for legis- 
lation to permit temporary fare increases 
without a hearing. The request appeared 
to have no chance of action in this ses- 
sion. 


Illinois 

pay increase of 15.6 cents an hour for 
12,864 members of the AFL Interna- 
tional Brotherhood of Electrical Workers 
employed by the Commonwealth Edison 


59 JULY 3, 1952 


PUBLIC UTILITIES FORTNIGHTLY 


Company and the Public Service Com- 
pany of Northern Illinois. 

The board unanimously approved an 
increase of 10 cents an hour for second 
and third shift workers; rate range ad- 
justments, and a bonus plan for meter 
readers; and an additional increase to 
individual employees. However, industry 
members of the board contended that a 
14-cent general raise was the most that 
could be allowed under regulations. 

Hoyt P. Steele, vice president of Ben- 


jamin Electric Company, Des Plaines, 
signed a dissenting opinion for industry 
members, charging that public members 
disregarded a request to call in union and 
company representatives to find out 
whether the additional 1.6 cents was to 
adjust intraplant inequities. A majority 
opinion asserted that the union and com- 
pany representatives had conferred with 
the regional chairman of the board and 
had said the additional 1.6 cents was to 
adjust inequities. 


Maine 


Water Subject to Sales Tax 


N opinion handed down by the Maine 
Law Court on June 9th held that 
water delivered to users by municipali- 
ties or water districts is clearly subject 
to the state’s 2 per cent sales tax. 
Although only 12 cents was involved 


in the case before the court, the opinion 
pointed out that “the principle involved 
... is important if the contentions of the 
petitioners were valid.” 

The case was brought against the state 
tax assessor by the inhabitants of the 
city of Lewiston. 


Massachusetts 


Court Upholds Increased Rates 


"aoe state supreme judicial court re- 
cently upheld increased rates 
charged consumers by the Boston Con- 
solidated Gas Company. The decision 
was said to mean that gas consumers 
would continue to pay between $400,000 
and $500,000 more than under rates set 
by the state department of public utilities. 

The rate case went to the supreme 
judicial court when Judge Williams of 
the supreme court voided the rate sched- 
ule set up by the department. 

Since his decision the increased rates 
have been in effect under a $700,000 bond 
posted by the company. The bond was 
used to assure reimbursement of con- 
sumers. 


Senate Kills Bill 


BILL advocated by Governor Dever 
to expand and strengthen the 
Massachusetts State Commission on 
the Necessaries of Life and create 
the position of consumers’ counsel 
was killed by the state senate last 
month, Similar proposals have been re- 
jected by the state legislature for the last 
three years. 

Under the measure, the commission 
would have been given broad powers to 
investigate private businesses under the 
guise of preventing excessive prices for 
essential commodities and services. The 
consumers’ counsel would have been em- 
powered to represent the public at hear- 
ings and oppose price and rate increases. 


Missouri 


Attitude Shifts on Basin Control 


| geen rcacr of important busi- 
ness interests of the Kansas City 
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area appeared before the Missouri Basin 
Survey Commission last month, prepared 
to speak in favor of some form of cen- | 





THE MARCH OF EVENTS 


tralized regional management for devel- 
opment of water and land resources of 
the basin. 

This was said to be a notable departure 
from the past attitude, which favored the 
existing method of operation under in- 
dependent Federal agencies, subject to 
voluntary, extralegal co-ordination by the 


New 


No-strike Legislation Proposed 


SSEMBLYMAN Elisha T. Barrett re- 
A cently proposed legislation aimed 
at avoiding “unreasonable inconven- 
ience” in public transportation strikes. 
His proposal was prompted by the Long 
Island Railroad walkout. 

The Suffolk county Republican said he 
would sponsor a bill in the 1953 legisla- 
) ture providing that no strike involving 


Missouri Basin Interagency Committee. 

The hearing in Kansas City was the 
commission’s first in Missouri, in its 
basin-wide inquiry into development 
plans and its assigned task of seeking a 
better form of management. Hearings 
were scheduled for Jefferson City, Her- 
mann, and St. Charles. 


>» 
York 


public transportation could take effect un- 
til forty-eight hours after the public had 
been notified through regular news chan- 
nels. Barrett said his proposal “can in no 
way be interpreted as an antistrike or 
antilabor bill.” 

“Tts purpose would be to give some 
notice to avoid unreasonable inconven- 
ience to the public who depend on rail 
transportation from Long Island com- 
munities to get to their work,” he said. 


* 
Ohio 


Increase in Rural Area Rates 
Authorized 


yg state public utilities commission 
recently authorized the Ohio Edison 
Company to increase its electric rates by 
$860,000 a year in 34 rural counties, 
The company consolidated 157 old rate 
schedules into four new schedules to 
equalize electric rates in its rural terri- 
tory. In its application Ohio Edison said 
the old rates were inequitable because 


they had been established by a number 
of other power companies taken over by 
Ohio Edison. One of these, the Ohio Pub- 
lic Service Company, formerly served a 
large part of the 34-county rural area 
affected. 

A commission spokesman said rates of 
the 5-county Springfield system were in- 
creased $31,308 a year, and those in the 
29-county central system were increased 
by $832,770 a year. 


* 
Washington 


Court Will Hear Dam Appeal 


bees state supreme court has agreed 
to accept the Box Canyon dam ap- 
peal. In a report from Olympia early last 
month, the Associated Press said the 
high court would review the case in 
which a superior court judge held that 
Pend Oreille County Public Utility Dis- 
trict No. 1 had insufficient authority to 
build the dam. 

Judge Ott of Ritzville, after a series of 


hearings in Ritzville, Newport, and Spo- 
kane, ruled the district alone could not 
build such a project unless 51 per cent 
of the power to be generated would be 
sold within the district “within a reason- 
able time.” He concluded most of the 
power would have to be sold outside the 
district. 

Judge Ott held the district had not 
acted arbitrarily in attempting construc- 
tion of the dam and that the plan for 
financing construction was acceptable. 
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Progress of Regulation 


Tax Accruals Deducted from Working Capital Allowance and 
Allocation Methods Prescribed 


HE Federal Power Commission, in 

disapproving a new natural gas 
pipeline company’s proposed rates, re- 
duced the amount claimed by the com- 
pany as an allowance for working capi- 
tal. The allowance was required to be 
reduced by the amount of cash available 
by reason of the collection of Federal 
taxes in advance of payment. 

The commission observed that a cash 
working capital allowance is designed to 
provide sufficient cash funds from which 
the company can meet its operating costs 
in advance of their recoupment from the 
customers. It believed that if the gap be- 
tween necessary expenditures and the 
collection of revenues is narrowed by 
reason of the collection of Federal in- 
come taxes from consumers far in ad- 
vance of disbursement, it is only fair and 
equitable that the consumer be given ap- 
propriate credit for his advance pay- 
ments, 

The company had claimed a cash al- 
lowance of one-eighth, or forty-five days, 
of the total annual expenses which re- 
quire working capital. It urged that the 
commission’s adjustment represented a 
departure from the long-established 
method of determining working capital. 
Furthermore, the company claimed that 
it was being deprived of a return upon a 
portion of its investment. 

The commission pointed out that 
present methods of paying corporate 
Federal income taxes provide a utility 
with large amounts of cash working 
capital. Each month’s revenue collected 
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by a utility includes a certain amount of 
Federal income taxes, since the rates are 
designed to include a_ proportional 
amount of income taxes to be paid from 
such revenue. The collection of these 
taxes from the consumer is made months 
in advance of the time the tax is paid. 

Consequently, the commission believed 
that the consumer has provided the util- 
ity with relatively large amounts of cash 
working capital which are available for 
corporate purposes. It concluded that so 
long as the consumers bear the burden of 
Federal income taxes through rates, the 
utility should not realize a return from 
these working capital funds thus fur- 
nished by the ratepayers. 

Observing that this element of work- 
ing capital is analogous to capital con- 
tributed by the consumer in the form of 
contributions in aid of construction, the 
commission pointed out that it has con- 
sistently required that such contributions 
be deducted from the rate base on the 
ground that the ratepayer should not be 
required to pay a return on capital pro- 
vided by him. 

The company claimed that it was not 
using and should not use its tax accruals 
in financing its operations. It showed 
that a temporary investment was in 
Treasury Savings Notes in the approxi- 
mate amount of its annual Federal in- 
come tax accruals, The law provides an- 
nual interest rates on such notes of from 
1.44 per cent to 1.88 per cent. It was 
admitted that management is free to in- 
vest in securities any of its funds received 
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through rates or otherwise. Earnings on 
such investments inure solely to the own- 
ers of the business. Management policy 
as to investment of funds currently col- 
lected through rates for the purpose of 
meeting expenses, cannot, however, be 
recognized as determinative of the rea- 
sonableness of the allowance for cash 
working capital. 

The company’s costs of service were 
allocated between jurisdictional and non- 
jurisdictional sales according to the 
volumetric method of allocation. In such 
an allocation all costs of doing business 
are assigned proportionately to every 
thousand cubic feet of natural gas de- 
livered from the system. Equal weight is 
given to the demands and use of the sys- 
tem on each of the days of the test period. 
No special weight is given to peak-period 
deliveries. This method of allocation 
was considered proper since this was a 
new company and the system capacity 
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did not limit peak deliveries at all. 

Customers’ demands were growing 
from day to day. The commission did 
not deem it appropriate to allocate any of 
the costs on a peak-period demand basis 
because of the relative insignificance of 
the peak load on the company’s system at 
this time. It believed that because the 
company’s loads were in the stage of de- 
velopment, and there was a large amount 
of unused capacity on the system, the 
peak-day deliveries did not afford a rea- 
sonable basis for allocating demand costs. 

Although the commission used a 6 per 
cent rate of return for this proceeding, it 
observed that such a rate for a new com- 
pany during its development period is 
quite liberal. It said that such a return is 
usually commanded only by companies 
which have passed out of their develop- 
ment period. Re Alabama-Tennessee 
Nat. Gas Co. Docket No. G-585, Opinion 
No. 226, May 1, 1952. 


e 


Transportation of Train Crews Not Required 


N order to require a railroad to furnish 
daily transportation for train crews 
between crew-board offices and outlying 
facilities, held the Illinois Supreme 
Court, such transportation must be neces- 
sary and there must be an outlying termi- 
nal. 

In this instance, the court held, the 
outlying facilities did not constitute a 
terminal. The commission had held that 
the crew-board offices, which were near 
| the downtown depot, and the outlying 
roundhouse and yard office were an out- 
lying terminal. The court pointed out 
| that the whole terminal must be located 


beyond the city, and not partly within 
and partly without the city, and that the 
evidence did not establish that there was 
an outlying terminal beyond the city, or 
any separate terminal distinct from that 
partly located in the downtown business 
area, 

The court further held that public 
necessity for such transportation was not 
established upon substantial evidence 
that a number of employees would be 
convenienced by such transportation but 
a substantial number would be incon- 
venienced. Iilinois C. R. Co. v. Illinois 
Commerce Commission, 104 NE2d 796. 


e 


Natural Gas Fixed Costs Allocated Equally to Demand and 
Commodity Components 


HE Federal Power Commission 

modified a presiding examiner’s 
order disapproving wholesale natural 
gas rates and prescribing new ones, al- 
though it did deny certain exceptions to 
his decision. The examiner had pre- 
scribed rates which would produce a 6 


63 


per cent return for 1952. The companies 
claimed this was inadequate because it 
would not permit them to earn an aver- 
age return of 6 per cent for the 3-year 
period during which the new rates were 
being investigated. They claimed that 
they were entitled to a return of over 7 
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per cent for the year 1952 to yield such 
an average return. 

The commission, rejecting this argu- 
ment, said that there is no statutory or 
constitutional provision entitling the 
companies as of right to such assured 
average earnings, or justifying rates 
which would produce a return of over 7 
per cent in 1952. It held that a company 
may not insist, as a matter of constitu- 
tional right, that past losses may be made 
up by rates to be applied in the present 
and future. 


Section 5(a) of the Natural Gas Act: 


gives the Federal Power Commission 
authority to fix rates for the future. 
Under the act the commission may not 
prescribe rates for the future which will 
recompense a company for past de- 
ficiencies in earnings. Nor may it penal- 
ize a company by prescribing rates for 
the future designed to offset excessive 
earnings in the past. 

The examiner was held to have erred 
in allocating certain operating expenses 
wholly to the demand component of the 
cost of service. He did this with respect 
to supplies and expenses for the measur- 
ing and pumping station, labor, opera- 
tion of transmission mains, maintenance 
expense, and all taxes other than income 
taxes. These items should have been 
weighted equally between demand and 
commodity, the commission ruled. Both 
capacity and volume are cost factors or 
incidences in respect to the capital outlay 
for a pipeline project. Consequently, the 
commission held, reasonably accurate re- 
sults can be achieved only by allocating 
the fixed expenses flowing from the capi- 
tal outlay to both operating functions, 
capacity and volume. 

The determination of how much of the 
fixed cost is assignable to demand or 
volume involves judgment, since the 
facts upon which it is to be made are not 
susceptible to mathematical computation. 


Both functions are very significant and 
neither predominates. Therefore, the 
commission ruled, these cost factors 
should be weighted equally. In this 
manner all gas transported by the pipe- 
line will share in all of the expenses in- 
curred in its transportation. 

Some of the companies’ customers are 
served exclusively with gas from a 20- 
inch line, whereas others will be served 
exclusively from a 26-inch line. There is 
a considerable variation in the heating 
value of the natural gas delivered to the 
several customers. The commission 
found that the companies were unduly 
discriminating between customers in de- 
manding and receiving uniform volu- 
metric rates regardless of the substantial 
variations in the heating value of the gas 
delivered. The rates which the examiner 
found reasonable would, when coupled 
with a heat content adjustment provision, 
result in higher rates for some customers. 
The rates as a whole, however, would 
produce smaller total revenues when ap- 
plied to all customers. The commission 
held that it had no power to order an in- 
crease in the cost of gas to certain cus- 
tomers, which would result by the ap- 
plication of the rates and charges found 
to be just and reasonable as to other cus- 
tomers, when coupled with a heat con- 
tent adjustment provision. Accordingly, 
it prescribed rates which would eliminate 
any increase to individual customers. 

The prescription of rates which, when 
coupled with a heat content adjustment 
provision, would result in an increase in 
the average cost of gas to certain custom- 
ers, was said to be prohibited by § 5 of 
the Natural Gas Act, even though the 
uniform application of such rates would 
result in an estimated decrease in the 
cost of gas to other customers. Re At- 
lantic Seaboard Corp. et al. Docket Nos. 
G-1384, G-1175, Opinion No. 225, April 
25, 1952. 


Civil Aeronautics Board Explains “Temporary Mail Pay” 


5 p Civil Aeronautics Board, in 
overruling an air carrier’s conten- 
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tion that its temporary mail rates should ff 
include an element of return on invest- | 
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ment, pointed out that this argument ig- 
nores the fundamental difference between 
temporary and final mail rates. 
Temporary rates, the board said, are 
just payments on account designed to 
take care of the carriers’ pressing needs 
pending a determination of the final rate 


which will be applied to the entire period. 
One of the reasons for keeping mail pay 
down, the board observed, is to prevent 
overpayment and the need for subsequent 
recapture of advances. Re Trans World 
Airlines, Inc. Docket No. 2375, May 5, 
1952. 


e 


Other Important Rulings 


d be Florida Supreme Court reversed 
a commission order authorizing op- 
eration of a motorbus between a military 
airfield and the operator’s resort, with 
one intermediate transfer point, where 
existing service was adequate between 
the airfield and the transfer point, the 
success of the resort business was the 
primary concern, and there was no evi- 
dence that a through service was neces- 
sary. Panama City Transit Co. v. Rail- 
road and Public Utilities Commission, 58 
SE2d 313. 


The Massachusetts Department of 
Public Utilities authorized increased 
railroad commutation fares for a period 
of one year, after which time the railroad 
would be required to show that service 
had been improved or that it had an im- 
mediate program looking to that end, Re 
Boston & Maine Railroad, DPU 9564, 
April 14, 1952. 


The Mississippi Supreme Court held 
that a statute providing that a railroad 
be civilly liable for discrimination for 
charging more for short- than for long- 
haul operations, unless authorized or 
sanctioned by the commission, had no 
application in an action for refund of 
railroad freight rates where the freight 
charge complained of had been author- 
ized and sanctioned by the commission. 
Cobb Bros. Const. Co. Inc. v. Gulf, M. & 
O. R. Co. et al. 57 So2d 570. 


The Wisconsin commission denied 
proposed electric rates because existing 
rates, which would yield a return of 6.8 
per cent, were considered fair and rea- 
sonable. Re St. Croix Falls-Wisconsin 
Improv. Co. 2-U-3723, May 2, 1952. 


The Missouri commission said that it 
is sometimes necessary for a transporta- 
tion system to operate a line without 
making a profit, especially where the rev- 
enue and expenses of such operation are 
approximately even, but it held that a 
bus company should not be required to 
extend service where such operations re- 
sult in a loss and an undue burden upon 
the remainder of the system. St. Louis 
v. St. Louis Pub. Service Co. Case No. 
12,247, March 11, 1952. 


The Ohio Supreme Court held that the 
commission has no power to issue an 
order restricting the speed of freight 
trains. New York C. R. Co. v. Public 
Utilities Commission, 105 NE2d 37. 


The Colorado commission held that 
although the commission’s duty is to pro- 
tect certificated carriers, another certifi- 
cated carrier should be authorized to ex- 
tend service in order to give a full and 
complete service for the needs of the ter- 
ritory, especially when shippers testify 
that there is not adequate common car- 
rier service to take care of their shipping 
needs. Re Dillehay, Application No. 
11671-Extension, Decision No. 38469, 
April 21, 1952. 


The Colorado commission held that a 
motor carrier certificate providing that a 
carrier should not engage in any trans- 
portation service of competitive character 
between towns along the line of common 
carriers on a certain highway meant “ex- 
cept in competition with scheduled line- 
haul carrier service between the towns.” 
Re Courtright (Courtright Transfer) 
Application No. 11668-Clarification, De- 
cision No. 38546, April 28, 1952. 
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The Missouri commission held that the 
primary issue to be considered in de- 
termining whether or not an agency sta- 
tion should be discontinued is whether or 
not the public generally is making suffi- 
cient use of the station to justify con- 
tinued operation. Re Wabash R. Co. 
Case No. 12,236, March 26, 1952. 


The Missouri commission authorized 
the substitution of a prepaid station for 
an agency station, although substantial 
revenue was produced from the station, 
because the method proposed by the 
railroad for the handling of freight 
(there being no passenger service ren- 
dered) would cause little or no incon- 
venience to the public. Re Thompson 
(Missouri P, R. Co.) Case No. 12,248, 
March 25, 1952. 


The Wisconsin commission, in author- 
izing a return of 6.3 per cent on a gas 
company’s rate base, indicated that it did 
not consider that the company’s earnings 
of about 9.3 per cent on its total common 
stock equity, including estimated aver- 
age surplus balance, were excessive. Re 
Wisconsin Southern Gas Co. 2-U-3714, 
April 29, 1952. 


The Missouri commission held that a 
railroad owes no common carrier obli- 
gation either to the United States or to 
the general public to transport the United 
States mail. Re St. Louis-S.F. R. Co. 
Case No. 12,253, March 24, 1952. 


The New Jersey commission held that 
a railroad’s failure to earn an adequate 
return from passenger service operated 
on a line which is part of its system is 
not sufficient ground, standing alone, for 
the discontinuance of certain passenger 
service. Re Pennsylvania R. Co. Docket 
No. 6006, April 23, 1952. 


The Wisconsin commission held that 
proposed telephone rates that would yield 
a return of 6.15 per cent were fair and 
reasonable. Re Union Teleph. Co. 2-U- 
3745, April 25, 1952. 


The Missouri commission rejected a 
power company’s request for a rate in- 
crease which would provide a return of 
6.94 per cent on an average cost less de- 
preciation rate base, but authorized rates 
which would provide a return of 6.35 per 
cent. Re Arkansas-Missouri Power Co. 
Case No. 12,192, March 26, 1952. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Re Wisconsin Electric Power Company 


2-U-3691 
April 25, 1952 


PPLICATION for authority to increase electric rates; granted 
y \ subject to commencement of actual operation of new 
generating plant. 


Valuation, § 36 — Rate base determination — Net investment cost. 
1. Net investment cost was approved as a rate base standard, p. 100. 

Valuation, § 36 — Rate base determination — Net investment cost. 
2. The Commission is not required by law to give consideration to standards 
of value other than investment cost in rate cases, p. 100. 

Valuation, § 225 — Rate base determination — Proposed additions. 
3. An electric generating plant may be included in an electric company’s 
rate base only if the rate relief to be granted is deferred until such time 
as the plant is in actual and permanent operation, and only after confirmation 
by the Commission, p. 100. 

Return, § 87 — Electric company. 
4. A return of 6 per cent was considered just and reasonable for an electric 
company, p. 104. 

BReturn, § 35 — Effect of inflation — Value of dollar. 
5. Existing stockholders in a public utility company are not entitled to 
receive a return which compensates them for declines in the value of the 
dollar, p. 104. 


WReturn, § 24 — Attraction of capital — Inflation. 
Discussion of “capital attraction standard” as affected by inflation, p. 108. 


+ 


) By the Commission: On Novem-_ 11, and 23, 1952, and February 13 and 
Der 16, 1951, the Commission initiated 14, 1952. Oral argument was pre- 
Rn investigation on its own motion sented before the full Commission on 
mi the rates and operations of Wis- March 3, 1952, by Martin Paulsen and 
Monsin Electric Power Company. On Van B. Wake, counsel for the com- 
Mecember 3, 1951, the company filed pany, and Harry G. Slater, counsel for 


Bn application for an increase in rates. the city of Milwaukee. A brief was 
filed by Shaw, Muskat & Paulsen on 


Hearings thereon were held at behalf of the company. 


@ladison before Chairman John C. 
Doerfer, and Commissioners W. F. APPEARANCES: Wisconsin Electric 
@Vhitney and James R. Durfee on Power Company, by Shaw, Muskat & 
December 17, 1951, January 4, 9, 10, Paulsen, by Martin R. Paulsen, Van 
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B. Wake; city of Milwaukee, by 
Walter J. Mattison, City Attorney, by 
Harry G. Slater, First Assistant City 
Attorney; Electrical Workers Union 
494, A. F. of L., by E. Fransway, Mil- 
waukee; United Office Sales & Tech- 
nical Workers, by B. M. Feinberg, 
Milwaukee; city of Wauwatosa, by 
Milton L. Burmaster, City Attorney ; 
City of West Allis, by George A. 
Schmus, City Attorney; city of 
Glendale and village of River Hills, 
by C. R. Dineen, Attorney, Mil- 
waukee. 

Of the Commission staff: W. E. 
Torkelson, Chief Counsel; A. R. Col- 
bert, Chief, accounts and finance de- 
partment; H. J. O’Leary, Chief, rates 
and research department; R. E. Pur- 
ucker, engineering department. 


Opinion 


The company’s request for an im- 
mediate annual increase of $3,500,000 
is denied. 

After the initial unit of the Oak 
Creek power plant is placed in actual 
service, the company is authorized, 
upon confirmation by the Commission, 
to increase rates $2,223,000 annually 


which will provide additional net op- 
erating income of $991,138. 

When the rates ordered herein be- 
come effective, the company will earn 
a return of 6.01 per cent on a net in- 
vestment cost rate base of $168,027.- 
190. 

The rate base includes the first unit 
of the Oak Creek plant estimated to 
cost $24,500,000 and to be in opera- 
tion by the end of 1952. Revenues and 
expenses have been adjusted to the 
1952 year-end level of operations and 
include the economies anticipated from 
the operation of the Oak Creek plant. 
Statement of the Issues 

The issues in this case are whether 
the present rates are just and reason- 
able and nondiscriminatory, and, if 
not, what rates are just and reasonable. 


1. Applicant’s Claim for $3,500,000 
Rate Increase 

The applicant’s claim for a $3,500- 
000 rate increase is based upon a pro 
forma adjustment of its operations for 
the year ended October 31, 1951, to 
reflect inclusion in expenses and the 
rate base of Unit 1 of the Oak Creek 
generating plant and other major ad- 
ditions as set forth below: 
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ELECTRIC UTILITY 
12 MONTHS ENDED OCTOBER 31, 1951 


for t 
fortl 


Operating revenues 

Operating expenses and taxes 
Operating expenses 
Maintenance ae 
Taxes other than income 


Provision for income taxes 
Depreciation 


Total operating expenses and taxes 
Net operating revenues 


Income from leased utility piant ......... 


Utility operating income 
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Per Books 
$56,204,327.22 


25,631,008.59 
4,732,868.14 


4,808,604.27 


7,525,880.00 
4,846,162.18 


Adjustments 


1$1,141,700 

2 (400,000) 

$ (1,030,500) 
£744,000 

5 (1,164,680) 
61,026,000 





$47,544,523.18 
8,659,804.04 
58,775.07 


$316,520 
(316,520) 





$8,718,579.11 
98 


$(316,520) 


Pro Forma 
$56,204,327.22 


31,105,576.73 


4,522,104.27 


6,361 ,200.00 
5,872,162.18 


$47,861,043.18 


8,343,284.4 
58,775.07 


$8,402,059.11 





Oper: 
Oper: 


RE WISCONSIN ELECTRIC POWER CO. 


Utility Capital 
Physical property . 


Less: Depreciation reserve ........... 


Materials and supplies 
Working capital 


% return earned 


Per Books 
$190,388,800 
65,750,525 


Net physical property (end of period) $124,638,275 
7,381,301 
3,795,485 


$135,815,061 
6.42 


Adjustments 
7$31,687,499 
81,026,000 


$30,661,499 
91,500,000 
1092,713 


$32,254,212 


Pro Forma 
$222,076,299 

66,776,525 
sae 


3,888,198 
$168,069,273 
5.00 


Notes: 
1 Increased payroll costs. 


2 Estimated net annual savings from operation of Oak Creek Unit #1. 


3Electrical energy tax removed. 


4 Added ad valorem tax—due to property additions. 

5 Increased income tax rates, and adjustments of book income and proposed refinancing. 
6 Annual increase in accrual plus accrual on additional depreciable property. 

7 Estimated cost of major projects under construction at October 31, 1951. 


8 Increase in depreciation reserve. 

9 Additional fuel stock for Oak Creek plant. 
10 [ncrease in working capital resulting from 

On the basis of the foregoing pro 
forma statement, a rate increase of 
$3,500,000 annually would irftcrease 
utility operating income by $1,560,500 
from $8,402,059 to $9,962,559. The 
increased income represents a return 
of 5.93 per cent on the pro forma 
rate base of $168,069,273. 

The applicant claimed that the pro 
forma return of 5 per cent was un- 
reasonably low and that increased in- 
come was required to attract capital 
for property additions now under way 
and other large additions in the im- 
mediate future. 

The company also submitted an esti- 
mated summary of results of operation 
for the calendar year 1952 which is set 
forth below: 


$60,590,200 


Operating Revenues .......... : 
Operating Expenses and Taxes 
Operating Expenses 
Maintenance .. 
Taxes Other 
Taxes 
Income Tames .........:60s00 
Depreciation 


29,036,000 
5,470,000 


4,237,000 
7,686,600 
5,183,000 


Than Income 


Total Operating Expenses 
: and Taxes . capper 
Net Operating Revenues 


Income from Leased Utility Plant 


51,612,600 
8,977,600 
24,340 


Utility Operating Income $9,001,940 


adjustment in operating expenses. 


Utility Capital 
Physical Property 
Less Depreciation Reserve .... 
Net Physical Property (At 
end of period) 
Materials and Supplies 
Working Capital 


155,450,000 


$168,420,000 
Per Cent Return Earned 5.34 
The foregoing statement reflects : 


(1) An increase in kilowatt-hour sales of 8.1% 
over 1951. 

(2) An increase of 6.6% in revenues over 1951. 

(3) ~~ eee of 50¢ per ton in the cost of 
coal. 

(4) An increase of 6% in labor charged to 
operations. 

(5) An increase of 10% in the cost of main- 
tenance materials. 

(6) An increase in ad valorem taxes. 

(7) Inclusion of unit #1 at Oak Creek in the 
rate base. 


The income statement covers the 
calendar year 1952 whereas the rate 
base used in determining rate of re- 
turn is as of the end of the period. 
The addition of $1,560,500 of net op- 
erating income to be obtained from the 
$3,500,000 rate increase would pro- 
duce total net operating income of 
$10,562,440. This would yield a re- 
turn of 6.27 per cent on the claimed 
rate base of $168,420,000. 


The applicant also submitted esti- 
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These estimates and the corresponding 7 6 


rent values of its property and plant. book values are set forth below: " 
v. 
Witness Description of Estimate Estimate Book Value § PU 
Seybold I SE 5, cvacueensensanastane’ $314,239, 567 $185,102,451 Bf did 
Dorau Current value based on construction costs 355,224,100 186,147,100 ‘ 
Dorau Current value based on consumers price index 271,780,000 186,147,100 § S41 
nec 
Although the company did not com- turn calculations based upon a replace- § rulk 
plete rate base calculations with any ment cost rate base. apo 
of the above amounts, it very force- Mr. Herbert B. Dorau, chairman of 71 
fully urged the Commission to give the Department of Public Utilities andj 14 
consideration to reproduction cost or Wa 


current cost in determining a rate base. 

The company also contended that 
the Commission allow a return of 7.75 
per cent on past cost rate base or 
6.25 per cent on a current cost rate 
base. 


Rate Base 

[1-3] This Commission approves 
net investment cost as a rate base 
standard. 

While the company has based its 
claim for a $3,500,000 rate increase 
upon original cost rate base as of the 
end of 1952, it has also submitted an 
estimate of reproduction cost, and cer- 
tain data relative to current cost. The 
company’s original cost electric utility 
rate base as of the end of 1952 totals 
$168,027,190 and includes the esti- 
mated cost of the first 120,000 kil- 
owatts generating unit at the Oak 
Creek plant. 

Based upon various replacement 
cost factors, the company submitted 
an estimate of the replacement cost of 
its electric property as of October 31, 
1951. For depreciable property this 
amount totaled $314,239,567 as com- 
pared with actual cost of $185,102,- 
451. The company did not complete 
the rate base calculation by deducting 
accrued depreciation nor did it submit 
any present or prospective rate of re- 
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Transportation, New York University, 
likewise submitted some estimates of 
value of the company’s electric utility 
property, without deduction of depre- 
ciation, in terms of dollars of constant 
purchasing power. Thus he deter- 
mined that as of October 31, 1951, the 
value in terms of a composite construc- 
tion cost dollar was $355,224,100, and 
if expressed in terms of the value of 
the consumers’ dollar, the current value 
would be $271,780,000. 

The Commission has just recentl 
passed upon this problem in its deci 
sion of Re Wisconsin Teleph. Co 
(1952) 2-U-3573, 93 PUR NS —@ S 
However, in this case, counsel for Wisqgeent 
consin Electric Power Company haghe 
seriously urged that the Commission ig" 
required by law to give consideratioggp¢' 
to standards of value other than in 
vestment cost. In answer to compan 
counsel and as a preface to what wajproj 
stated in the Wisconsin Telephon lo 
Company decision, the Commissiogjfist 
points out the following statement up 
the Wisconsin supreme court in Pabqgg(18 
Corp. v. Railroad Commission (1929 
199 Wis 536, 540, 227 NW 18: Ini 

“Shortly after the Commission fila” 
that decision (Pabst Corporaticggf\4t 
Case), this court in Waukesha G 
& E. Co. v. Railroad Commission, 199 
Wis 565, PUR1927B 545, 211 NW 


Cor 


Cor 
on: 
rd: 
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760 modified its expressions in the 
earlier case of Waukesha Gas & E. Co. 
y. Railroad Commission, 181 Wis 281, 
PUR1923E 634, 194 NW 846, but 
did not intend to withdraw what was 
said in that case any farther than was 
necessary to conform to the Federal 
rule announced in McCardle v. Indian- 
apolis Water Co. (1926) 272 US 400, 
71 L ed 316, PUR1927A 15, 47 S Ct 
144. So far as the conclusion in 
Waukesha Gas & E. Co. v. Railroad 
Commission, supra, was out of har- 
mony with that Federal rule, it was 
modified; otherwise the conclusions 
reached in that case stand.” 

The Commission concludes that the 
foregoing statement of the Wisconsin 
supreme court when considered in con- 
junction with the cases cited below 
effectively refutes the contention of 
counsel for the company, that this 
Commission is required by law to give 
onsideration in rate cases to stand- 
rds of value other than investment 


nding 


< Value 
102,451 
147,100 
147,100 
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S — Since the Commission has just re- 
-Wismeently (April 9, 1952) passed upon 
vy haamthe rate base standard in the Wis- 












onsin Telephone Case, supra, we re- 
eat below the relevant parts of that 
pinion : 


sion i 
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“The issue as to proper valuation of 
roperty for rate-making purposes has 
p long history of controversy since the 
istoric decision of the United States 
upreme Court in Smyth v. Ames 
1898) 169 US 466, 42 L ed 819, 18 
5 Ct 418. From 1898 and until the 
Jnited States Supreme Court decision 


n fildggt Federal Power Commission v. Hope 
ratio@m at. Gas Co. (1944) 320 US 591, 88 
a Game ed 333, 51 PUR NS 193, 64 S Ct 
n, 1981, regulatory Commissions were 





| NV@rged to apply various and often in- 
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consistent theories of valuation depend- 
ing upon the prevailing price levels. If 
original costs were higher than the 
general price level, the utilities then 
persuaded some Commissions and 
courts to adopt the original cost theory 
of valuation ; if the general price level 
at the time of a rate case were higher 
than original costs, then contrary the- 
ories were urged by the utilities and 
often adopted. A single consistent val- 
uation theory thus seemed impossible 
of attainment. 

“The Hope Case gave recognition to 
the importance of the result to be 
reached, that is, the opportunity for a 
utility to earn reasonable profits suf- 
ficient to attract capital rather than the 
mechanics employed in reaching such 
result. Commissions were not bound 
to a single formula or combination of 
formulas. If a Commission can do a 
good job, as well as a quicker and a 
less expensive one, in a rate case by 
the adoption of any method which 
would retain the fundamentals of fair 
play, due process, and provide fair and 
reasonable results, it is now free to do 
so under the Federal Constitution. 

“Traditionally, this Commission has 
long espoused the investment cost 
method of establishing the rate base. 
See Waukesha Gas & E. Co. v. Rail- 
road Commission, 181 Wis 281, 301, 
PUR1923E 634, 194 NW 846. Since 
the Hope Case, this Commission has 
considered that it is completely free 
to rely exclusively on the investment 
cost standard, so long as the rate of 
return applied to that standard 
achieved the required reasonable end 
result. This has been recognized as 
the law in Wisconsin long before the 
United States Supreme Court decided 
the Hope Case in 1944. In Wiscon- 
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sin-Minnesota Light & P. Co. v. Rail- 
road Commission, 183 Wis 96, 99, 
PUR1924C 534, 537, 197 NW 359, 
the Wisconsin supreme court stated 
‘It is not its method that is to be 
reviewed, but the result reached by 
the Commission. The statute charges 
the Commission with the duty of as- 
certaining and declaring a reasonable 
rate. If that is done, the method by 
which the Commission arrives at the 
result is not subject to criticism.’ See 
also Waukesha Gas & E. Co. v. Rail- 
road Commission, 181 Wis 281, PUR 
1923E 634, 194 NW 846. Subsequent- 
ly, by reason of United States Su- 
preme Court decisions requiring con- 
sideration be given to cost of repro- 
duction new less depreciation because 
of supposed requirements of the Fed- 
eral Constitution our supreme court 
modified the Wisconsin rule to con- 
form thereto, but no further. Wauke- 
sha Gas & E. Co. v. Railroad Com- 
mission, 191 Wis 565, PUR1927B 
545, 211 NW 760. The Hope Case 
had the effect of freeing regulatory 
Commissions from the requirement in 
former decisions of the United States 
Supreme Court requiring considera- 
tion be given to reproduction cost new 
less depreciation, so that in this state 
the law is as it was formerly. Pabst 
Corp. v. Railroad Commission (1929) 
199 Wis 536, 227 NW 18. 


“The applicant contends that the 
Commission is charged by law with 
finding ‘the fair value of the property 


used and useful .; that this re- 
quires the Commission to give a real- 
istic albeit a partial consideration to 
the applicant’s ‘current value’ theory; 
that ‘current value’ is not the same as 
‘reproduction cost’; that the applicant 
would not urge this Commission to 
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consider even current value except for 
the fact that the present price level doe 
not reflect merely a high point in; 
price cycle but rather that it represent; 
a new level or plateau of an enduring 
and permanent nature. Accordingl; 
the applicant urged that this Commis. 
sion recognize that ‘informed’ inves 
tors seeking securities as a hedg 
against inflation would leave the publi 
utility security markets and invest i 
other securities which would hold sony 
promise of protection against inflation 
Such a flight from the utility invest 
ment market would increase the cos 
of utility capital to the ultimate detri 
ment of the public. 


“This Commission does not wish ti 
be arbitrary in rejecting a curren 
value theory and in adhering to thi 
net investment cost theory. It is mo 
tivated primarily by practical consid 
erations. The main objections agains 
the reproduction cost theory are in 
herent in the current value theory. 
Both lack definiteness and _ stability 
The use of current value would rein 
troduce the wild uncertainty and re 
current rate controversies which char 
acterized the reproduction cost era 
The most serious vice would be that the 
use of such variable standards never 
lead to stability. As early as 1908, 
this Commission said: ‘Rates based 
upon valuations that rest on current 
prices, would necessarily have to be 
changed with all changes in_ these 
prices. This would manifestly be in- 
practicable and, perhaps, also unjust 
both to the plant and its customers. 
Prices of practically every element that 
enters into a plant are moving up and 
down so often that under no know 
method could the rates be changed ané 
applied with equal frequency 
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Rates should be as permanent as pos- 
sible under the circumstances. Fre- 
quent changes in them are disturbing 
both to the plants and to their cus- 
tomers In order to secure the 
greatest possible permanency in the 
rates, it is necessary that the valuation 
upon which they rest should be sub- 
ject to the fewest possible fluctua- 
tions.’ Hill v. Antigo Water Co. 
(1909) 3 Wis RCR 623, 639. To the 
same effect, see the opinion of Justice 
Brandeis in Missouri ex rel. South- 
western Bell Teleph. Co. v. Public 
Service Commission, 262 US 276, 
308, 67 L ed 981, PUR1923C 193, 
43 S Ct 544, 31 ALR 807. 

“In the language of Chief Justice 
Rosenberry in Wisconsin Teleph. Co. 
fv. Public Service Commission (1939) 
232 Wis 274, 355, 30 PUR NS 65, 
121, 287 NW 122: *. it is dif- 
ficult to see why a valuation arrived at 
by guess on the basis of estimates 
should form the legal basis for depriv- 
ing a litigant of its property, or be the 
justification for excessive charges to 
the public.’ 

“During the present period of in- 
flation, the Commission is being urged 
to consider rate bases which are geared 

to the present purchasing power of 
Bthe dollar rather than original cost. 
While it may be possible to estimate 
with a considerable degree of ac- 
curacy how much an existing plant 
would cost in terms of present-day 
dollars, what do you have when 
you obtain that amount? It certainly 
does not represent past dollar invest- 
ments; it is not claimed that it repre- 
sents reproduction cost. It would ap- 
pear that current cost only represents 
in terms of today’s dollars what it 
would have cost to build the plant as it 
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was built over a period of many years. 
While such information is interesting 
and certainly demonstrates the extent 
to which the purchasing power of the 
dollar has declined because of current 
inflation, it affords no basis whatso- 
ever for the establishment of public 
utility rates. If faced with the neces- 
sity today of building with current 
dollars a plant such as that of the 
Wisconsin Telephone Company it is 
safe to say that there would be some 
changes made, and that the magnitude 
of those changes would be such as to 
afford no valid basis of comparison 
between such a plant and the present 
plant. Under all the circumstances, 
the Commission does not consider that 
current cost is entitled to any weight 
in arriving at a rate base for this com- 
pany. The magnitude of the additions 
to this company’s property since World 
War II and prospective future addi- 
tions are such as to reflect in book 
costs, to a considerable degree, the in- 
flation which has taken place in recent 
years. 

“In effect, what the applicant seeks 
is to obtain a higher rate of return 
by use of an inflated rate base, without 
having that rate of return expressed 
in a numerical percentage which would 
appear to be much higher than the re- 
turns heretofore approved by this 
Commission. The Commission is 
willing to go on record at this time 
that it will approve any rate of return 
on a net investment cost rate base 
which is deemed necessary to achieve 
the reasonable end result required un- 
der the Hope Case. The Commission 
conceives no necessity for attempting 
to beguile or befuddle the public by 
applying seemingly low rates of re- 
turn to inflated rate bases. 
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“By adopting a certain and a well- 


. 


understood value of plant for rate- 
making purposes, a Commission can 


avoid uncertainty, guesswork, un- 
necessary expense, repetitious rate 
cases, and a waste of time. It is jus- 


tified in doing so both under the Fed- 
eral Constitution and the Wisconsin 
law.” 

In this proceeding, the company has 
raised an issue as to the relationship 
of the date for which a rate base is 
determined to the period covered by 
the income statement. Apparently, the 
company takes the position that in a 
period when property additions are be- 
ing made rapidly, the rate base date 
should be the end of the period covered 
by the income statement. Normally, 
property additions increase service 
capacity, and if additional service is 
required by customers, such additions 
produce increased revenues. In the 
case of electric utilities, there is a con- 
siderable variation in revenue produc- 
tion by investments in different types 
of equipment. Some investments pro- 
duce no additional revenues but, on the 
other hand, may because of improve- 
ment in design or efficiency bring about 
reductions in operating expenses. In 
a relatively few cases, additional in- 
vestment may produce neither in- 
creased revenues nor decreased ex- 
penses. For the most part, however, 
either additional revenues or reduced 
expenses flow from property additions. 

The normal method of giving con- 
sideration to the effect on revenues and 
expenses resulting from property ad- 
ditions is to calculate an average rate 
base for the period covered by the in- 
come statement. When property ad- 
ditions are substantially uniform 
throughout the period, both the com- 
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pany and its customers are treated 
fairly by such a procedure. In this 
case, the company has insisted upon 
use of a rate base as of the end of the 
income period. Its course of action 
apparently has been guided by the fact 
that the first generating unit of the 
Oak Creek plant and associated trans- 
mission facilities representing an in- 
vestment of about $25,500,000 is 
scheduled to be completed and in op- 
eration by the end of 1952. Further- 
more, the company considers that even 
disregarding future load growth, this 
unit is required to restore the margin 
of safe capacity required for existing 
loads. 

Since October 31, 1951, several mil- 
lion dollars have already been expended 
on plant additions, and the balance of 
the investment is firmly committed and 
being made in accordance with a 
scheduled completion date at about the 
end of 1952. The Commission con- 
siders that in view of all the circum- 
stances Oak Creek Unit 1 may be in- 
cluded in the rate base only if the rate 
relief to be granted is deferred until 
such time as the plant is in actual and 
permanent operation and only after 
confirmation by the Commission. _In- 
clusion before actual operation would 
require customers to pay more for 
service than would be warranted by the 
actual property and plant utilized in the 
rendition of such service. 

The rate base at the end of 1952 
including Oak Creek Unit 1 will be 
$168,027,190. 


Rate of Return 

[4,5] The Commission concludes 
that a rate of return of 6 per cent is 
just and reasonable. 

Testimony relative to rate of return 
was presented for the applicant by Her- 
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bert Dorau of New York University 
and Clarence Bickel, vice president and 
treasurer of Robert W. Baird & Com- 
pany, Ltd., and Asel R. Colbert, chiet, 
accounts and finance department, for 
the Commission staff. 

In arriving at a historical cost of 
capital as of October 31, 1951, Mr. 
Dorau determined that the historical 
cost of debt capital was 2.912 per cent. 
Included in this amount is the an- 
nual amortization to maturity of so- 
called “imbedded refinancing costs” of 
$3,742,000 applicable to prior bond 
issues refunded by the $50,000,000 of 
22 series bonds issued in June, 1946. 
If these “imbedded” costs were exclud- 
ed, the historical cost of debt capital, 
according to Dorau, would have been 
2.66 per cent. 

In a similar manner Dorau esti- 
mated the historical cost of preferred 
stock capital as being 4.722 per cent. 
Without inclusion of “imbedded” costs 
heretofore written off, the cost would 
have been 4.013 per cent. 

In estimating historical cost of com- 
mon stock capital, Mr. Dorau deter- 
mined for each year of the period 
1940-1950 earnings-price ratios ap- 
plicable to Wisconsin Electric Power 
Company stock and the stocks of seven 
other principal electric utilities. Div- 
idend yields were likewise determined 
for the same period. The ratios of the 
price-earnings ratios and dividend 
yields of Wisconsin Electric Power 
Company to the 7 large electric util- 
ities were utilized by Dorau in con- 
structing an indexing factor to be 
applied to annual earnings require- 
ments for each year. By utilization of 
these factors plus an added adjustment 
of 20 per cent to reflect market pres- 
sure and cost of financing require- 
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ments, Dorau arrived at an estimated 
historical cost of 14.5 per cent for 
common stock capital of Wisconsin 
Electric Power Company. 

After inclusion in common stock 
equity of $5,967,000 of so-called “‘im- 
bedded”’ costs previously written off, 
Dorau arrived at an over-all historical 
cost of capital of 7.10 per cent appli- 
cable to the allocated investment in the 
electric utility operations of Wisconsin 
Electric Power Company, as follows: 


% ot 
total Weighted 
capital Rate cost 
Funded debt .... 49.5% 2.91% 1.44% 
Preferred stock.. 17.0 4.72 80 
Common stock .. 33.5 14.50 4.86 
Total ......... 100.0% 7.10% 


Based upon various indices and rela- 
tionships from recent financing, he con- 
cluded that the estimated current re- 
placement cost of debt capital at Oc- 
tober 31, 1951, would be 3.20 per cent. 
In a similar manner, he estimated a 
current replacement cost of 4.60 per 
cent for preferred stock. By using a 
somewhat similar procedure, he esti- 
mated a current replacement cost of 
10.5 per cent for common stock. By 
applying the above costs to an assumed 
capitalization structure, he arrived at 
6 per cent for current replacement cost 
of capital, as set forth below: 


% of 
total Weighted 
capital Rate cost 
Funded debt ..... 47.5% 3.2% 1.52% 
Preferred stock .. 17.5 4.6 80 
Common stock ... 35.0 10.5 3.68 
ee 100.0% 6.00% 


Mr. Dorau found a historical cost 
of capital of 7.10 per cent, as shown 
previously. However, he concluded 
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that the rate of return applicable to 
a past cost rate base should be in excess 
of that amount, principally to reflect a 
consideration for the decline in the 
purchasing power of the past stock- 
holder investment due to current infla- 
tion. In effect, he increased the 
weighted current cost estimate of 3.68 
per cent for common stock capital by 
46 per cent to reflect current require- 
ments for equity capital. The 46 per 
cent is derived from applying the con- 
sumers’ price index to the nominal 
dollar property investment year by year 
since 1913. When the revised weight- 
ed equity cost of 5.3 per cent is added 
to the past cost of debt and preferred 
stock capital, a figure of 7.69 per cent 
is obtained. He rounded this to 7.75 
per cent, reflecting his estimate of fair 
return applicable to a past cost rate 
base. 
Mr. 


Dorau also concluded that a 
return of 6.25 per cent would be fair 
and reasonable if applied to a rate base 
adequately reflecting present costs or 
the investment in terms of present legal 


and economic size dollars. While 
Dorau did not actually compute a cur- 
rent cost rate base, he did offer two 
indices for measuring the cost of the 
property in terms of current dollars. 
One index based upon application of 
the Department of Commerce con- 
struction cost index, when applied to 
year-by-year property additions since 
1915, yields a composite amount of 
190.8. The other index, the consumer 
price index of the Bureau of Labor, 
when applied in a similar manner, pro- 
duces a composite of 146 per cent. 
Mr. Bickel testified that in his opin- 
ion, assuming a dividend rate of $1.30 
per share, and a payout ratio of 70 
per cent, earnings per share should be 
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not less than $1.86. Although he did 
not testify regarding a rate of return 
for total capital, Exhibit 10 shows that 
his estimate of required common stock 
earnings, when added to interest and 
preferred dividend requirements, 
would indicate a total return of 5.6 per 
cent on pro forma capital as of Oc- 
tober 31, 1951. Conversely, Dorau’s 
estimate of a 7.75 per cent total return 
requirement, after deducting preferred 
dividends and interest, would provide 
common earnings of $2.95 a share 
equal to 16.48 per cent on the pro 
forma book value shown in Exhibit 10, 

The approach adopted by Mr. Col- 
bert in determining a reasonable rate 
of return was to determine the actual 
cost of debt and preferred stock capital. 
This cost is adjusted, however, to re- 
flect the fact that additional debt cap- 
ital would be required in the very near 
future, and that the cost of such debt 
capital would be greater than that ex- 
perienced in recent years. In determin- 
ing the cost of common stock capital, 
consideration was given to the an- 
ticipated costs to be experienced in the 
immediate future, due in part to the 
contemplated issuance of additional 
common stock. In a word, Colbert 
proposed a rate of return which he 
considered would cover the cost of 
capital and promote the attraction of 
additional capital to finance necessary 
additions and improvements required 
for reasonably adequate service to the 
public. 

Mr. Colbert arrived at an estimate 
of 10.50 per cent as the required earn- 
ings on common stock capital. This 
represents a judgment figure sup- 
ported, however, by several methods 
which are commonly applied by market 
analysts in estimating common stock 
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earnings requirements. He first deter- 
mined that a 70 per cent dividend pay- 
out would be fair and reasonable. This 
ratio was accepted after giving con- 
sideration to the security structure of 
Wisconsin Electric Power Company, 
dividend payouts of other leading elec- 
tric utilities of the United States, and 
current conservative financial practice. 
After determination of a 70 per cent 
payout, three methods were consid- 
ered as bearing upon the amount of 
common stock earnings required, as 
follows : 

(1) Dividend yields on net issue 


Amount 
$58,186,039 

30,450,800 

75,000,000 


Common stock equity ................ 
Preferred stock 
Debt 


Amortization of capital stock expense— 
15 years .. Fd ieic ele ae Ore ene et ore A 


price of 1949 and 1950 common stock 
issues. 

(2) Dividend yield on market val- 
ue. 

(3) Dividend rate, per cent payout 
and book value. 

All three methods produced results 
within a narrow range supporting a 
10.50 per cent earning requirement on 
common stock. 

The application of actual cost of debt 
and preferred stock capital, and 10.50 
per cent to common stock capital, 
would produce an over-all cost of cap- 
ital of 5.75 per cent based on corporate 
capital only, as set forth below: 


% 
Total 
Capital 
35.6% 
18.6 
45.8 


Total 
Cost 
$6,109,534 
1,203,048 
2,000,919 


Rate 
10.50% 
3.95 
2.67 
71,574 





$163,636,839 


However, in view of the imminent 
additional financing at higher antic- 
ipated cost, the above rate was ad- 
justed by adding in $26,000,000 of new 
financing at an estimated average cost 
of 6.94 per cent. This percentage was 
based upon a cost of 3.375 per cent 
for debt financing of 50 per cent of the 
total and 10.50 per cent for common 
stock financing. After including the 
anticipated higher cost of new and ad- 
ditional financing, Mr. Colbert con- 
cluded that a return of 6 per cent would 
be fair and reasonable. 

Since the conclusion of the hearings 
in this proceeding, the company has 
made application to the Commission, in 
docket 2-SB-491, for authority to is- 
sue 702,485 shares of common stock 
and $12,500,000 of bonds. Although 








100.0% 5.74% $9,385,075 


the final issue price of the securities 
has not been set, data in the company’s 
application show an estimated issue 
price of $20 a share, which, according 
to the Commission’s decision of April 
7, 1952, in 2-SB-491, “appears to 
be conservative, and it may be that 
a larger premium may be obtained 

...” However, using the $20 a 
share estimate of net proceeds, the 
dividends of $1.30 a share indicate a 
yield on issue price of 6.50 per cent, 
which, with a 70 per cent payout ratio 
would mean common earnings require- 
ment of about 9.3 per cent. 

A review of the testimony concern- 
ing fair rate of return indicates that 
Mr. Colbert, Mr. Bickel, and Mr. Sey- 
bold of the company arrive at about 
the same conclusion. The principal 
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conflict between Colbert and Seybold 
lies in the relationship of the income 
period to the date of the rate base. 
Mr. Dorau concludes that a much 
higher rate of return than the one 
proposed by Colbert and inferred by 
Sickel is required. In fact, Mr. 
Dorau’s return requirements are far 
in excess of those presented by com- 
pany officers, and would require a rate 
increase much greater than that re- 
quested by the company. 

The heart of the disparity in rate of 
return between Mr. Dorau and the 
other witnesses lies in Dorau’s defini- 
tion of the capital attraction standard. 
Mr. Dorau stated : 

“Mere ability to obtain additional 
capital in my opinion is not sufficient 
by itself, since it is obvious that ad- 
ditional capital can be obtained even 


though less than a fair return be is- 


sued. To be meaningful, the capital 
attraction standard must be under- 
stood to mean that additional capital 
could be obtained on terms and condi- 
tions which do not impair the value 
and integrity of past-invested capital. 
It also means that the prospective 
return must be sufficient to maintain 
the credit of an enterprise by holding 
out the chance of return for the future 
attraction as compared with prospec- 
tive earnings on other currently avail- 
able investments under similar con- 
ditions of risk and uncertainty. If 
the past investment has to underwrite 
or subsidize the cost of additional cap- 
ital, the prospective return is less than 
fair and less than sufficiently attrac- 
tive.” 

This definition of the “capital at- 
traction standard” brings into sharp 
relief a basic and fundamental differ- 
ence between Dorau and the other wit- 
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nesses as to what the word “fair” in 
the term “fair return” really means. 
Dorau considers past investment as 
captive capital with no opportunity to 
hedge against the ravages of inflation. 
In contrast, uncommitted capital has 
alternative investment opportunities, 
Dorau then concludes that “ 

if fairness means anything it must 
imply a treatment of the past helpless 
investment which is appropriate in the 
light of conditions now prevailing.” 
By this statement Dorau imputes a 
breadth and scope to the term “fair 
return” far beyond anything which 
can be inferred from the established le- 
gal and economic concept of regulation 
in this country up to this time. Ac- 
ceptance of his definition requires an 
entirely new concept of the risk com- 
ponent in equity investments in public 
utilities. Stability of dollar earnings 
and relative security of investment 
have been features of utility investment 
which have been sought after by both 
investors and those charged with the 
duty of regulation. Because of these 
characteristics, over the long term, 
utilities have been able to secure equity 
capital at relatively low costs. How- 
ever, up until very recently, it is 
doubtful whether either investors or 
regulators gave any serious thought to 
the maintenance of the integrity of past 
investments against declining  pur- 
chasing power of the dollar. 

The ability of utilities to continue to 
attract equity capital at favorable rates 
during the current inflationary period 
is indicative of the fact that there still 
remains a substantial segment of the 
investing public to whom the attrac- 
tiveness of stability of earnings and 
security of investment outweighs the 
attractiveness of an inflation hedge. 
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The mere existence of inflation hedge 
possibilities negates the twin objectives 
of stability and security. Investors 
attempting to hedge against inflation 
are relying upon a concomitant high 
level of industrial activity to maintain 
a relatively constant purchasing power 
of the return on their investment dur- 
ing an inflationary period. Unlike the 
investor in a public utility, they face 
a very real risk that with deflation, 
earnings in terms of purchasing power 
may drop sharply or disappear and that 
even the investment itself may not be 
secure. Recent and current market 
history clearly shows the existence of 
sufficient diversity of investment inter- 
est to absorb at reasonable costs, the 
equity requirements of regulated utili- 
ties. When, as, and if, the investing 
public evidences a shift in investment 
preferences, the Commission will of 
necessity give recognition to their de- 
mands. Currently, “we accept the ver- 
dict of the market place.” 

Mr. Dorau contends that existing 
stockholders in a utility company 


should receive a return which compen- . 


sates them for declines in the value 
of the dollar. This amounts to a 
plea for an escalator clause correspond- 
ing to the cost-of-living clauses in 
union wage contracts and roughly 
analogous to the farm product parity 
pricing policies of the Federal govern- 
ment. However, during any period of 
great price inflation, there remains a 
very large section of the public which 
is helpless to protect itself against the 
eifects of inflation. 

Among those who will remain un- 
protected against past or future infla- 
tion are the millions of people of small 
income. It is a well-known fact that 
the savings of these people are invested 
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in fixed income or fixed dollar value 
type of securities such as savings 
bonds, insurance and annuity policies, 
savings deposits, individually held cor- 
porate bonds, preferred stocks and so 
forth. It is these people who would 
be discriminated against by a standard 
of utility rate making which under- 
takes to compensate utility common 
stockholders for price inflation. The 
effect of such a standard of rate making 
would be to merely shift the alleged 
discrimination from one class to an- 
other. It certainly would not reduce 
existing inequities. The only way to 
eliminate the inequities of inflation is 
to put everybody back on an equal foot- 
ing. Obviously, this is beyond the 
power of a regulatory Commission. 
The refusal of this Commission to em- 
bark upon the course suggested by 
Mr. Dorau is not motivated by a lack 
of courage, but rather a conviction 
that to do so would only aggravate the 
inequities. Even among the investors 
in this company there would result a 
patent discrimination not only between 
the bond and preferred stockholders on 
the one hand and the common stock- 
holders on the other, but also among 
the common stockholders themselves. 
It would result in a windfall to these 
who purchased stock with inflated dol- 
lars as against those who purchased 
stock with prewar dollars. 

It is simply beyond the power of 
regulatory Commissions to cure in- 
flation or equalize the inequities re- 
sulting therefrom. Apparently current 
purchasers of utility common stocks are 
either oblivious of or unconcerned with 
the need for inflationary hedges. So 
long as the “phenomena” of a willing- 
ness to buy utility common stocks on 
a comparatively low yield basis con- 
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tinues, a regulatory Commission can- 
not be regarded as an instrumentality 
of discrimination in being guided ac- 
cordingly. 

The company’s claims with respect 
to the effect of inflation on the cost of 
capital are not supported in the security 
markets. Their claims are grounded 
principally upon speculation and con- 
jecture as to how the market ought to 
react to inflationary tendencies rather 
than actual behavior. This Commis- 
sion prefers to accept the actual be- 
havior of the market rather than spec- 
ulate as to the future and as yet un- 
disclosed preferences of investors. The 
basic laws of supply and demand and 
relationship of price to earnings, if 
considered a phenomena under present 
circumstances, still prevail in the secu- 
rities. The investors themselves deter- 
mine the cost of utility equity capital. 
The Commission is satisfied to let the 
verdict rest in their hands. When and 
if such investors require higher yields 
on public utility equity securities this 
Commission will accept such require- 
ments. 

The Commission is convinced from 
its review of the evidence that a 6 
per cent return allowance for the com- 
pany is sufficient. Under prevailing 
market conditions, such a return will 
permit the company to raise additional 
capital as necessary for public utility 
purposes at a reasonable cost, and in- 
cluding a proper proportion of equity 
capital. 


Revenue Requirements 

Since the Commission proposes to 
adopt a rate base as of December 31, 
1952, in fairness to the ratepayers, the 
level of income to be associated with 
such a rate base should be the going 
level at the end of 1952. Since the 
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company failed to supply such data 
upon request of the Commission staff, 
an estimate was prepared by Mr. Col- 
bert and placed in evidence. This esti- 
mate as set forth in exhibits 18 and 19 
is shown below: 


EstimaTep GornG Levet or Evectric Utinity 
OPERATIONS AT END oF 1952 LEVEL 


$62,999,900 
36,060,945 


Operating revenues 

Operating expenses: 
Operation and maintenance ... 
Depreciation 
Taxes other than income taxes 
Income taxes 


Total operating «xpenses.. $53,917,845 


9,082,055 
24,340 


$9,106,395 


Net operating income 
Income from leased utility plant. . 


Utility operating income ... 


Rate base 
Electric utility plant $223,900,000 
Less: depreciation reserve .... 69,349,300 


Net plant (12/31/52) .... $154,550,700 
Materials and supplies 9,160,000 
Working capital 4,316,490 


Total rate base $168,027,190 


Per cent return earned—existing 


The foregoing data as presented 
by Mr. Colbert represents his adjust- 
ments of company Exhibit 9 to reflect 
year-end level of operations. The rec- 
ord discloses that Mr. Colbert had not 
adjusted expenses to reflect an increase 
in pension costs which would occur 
as a result of the increase in gross rev- 
enues. The net effect of this adjust- 
ment would be to increase expenses 
$30,121 before income taxes and $13,- 
600 after income taxes. Thus, net op- 
erating income as shown above would 
be reduced from $9,106,395 to $9,092,- 
795 and the rate of return reduced 
from 5.42 per cent to 5.41 per cent. 


It should be pointed out that both 
revenues and expenses represent esti- 
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mates based upon informed judgment 
in the light of existing conditions. 
Since the rate base date is several 
months in the future, it was necessary 
to project both revenues and expenses 
for a longer period ahead than the 
Commission normally does in rate 
cases. It must be recognized, there- 
fore, that the estimates may be either 
over or under actual realization. 
Thus, the company points out that to 
date its estimate of increased sales, 
particularly industrial sales, is greater 
than justified by the rate of increase 
so far this year. However, even this 
check of estimates is still eight months 
away from the base date. The future 
trend is somewhat complicated by the 
known fact that in the past few months 
a gap has developed, particularly in the 
general area served by this company, 
between the drop in civilian produc- 
tion resulting from reduced allocation 
of materials and the acceleration of 
the defense production program. 

On the other hand, the company’s 
forecasted increase of 50 cents per ton 
in the cost of coal anticipated as of 
April 1, 1952, did not materialize. An 
increase of 20 cents per ton in freight 
rates was authorized by the Interstate 
Commerce Commission April 11, 
1952. At the present time, it does not 
appear that the estimates used herein 
will be far out of line. However, if 
any material deviation should take 
place, the Commission is in a position 
to act promptly as conditions may war- 
rant. 


In order to earn a 6 per cent return 
for the base period, it would be 
necessary to increase net operating in- 
come by $988,836. Because of the ef- 
fect of state and Federal income taxes 
and an increase in pension accruals an 
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increase in rates of $2,218,000 is re- 
quired. 

The Commission is satisfied and 
finds that under existing conditions 
revenues from existing rates are ad- 
equate and provide the company with a 
reasonable return on the property and 
plant actually utilized in the rendition 
of service. The increase in rates re- 
ferred to above is warranted only after 
Oak Creek Unit 1 is placed in actual 
service. 


Proposed Rates 

To provide the $3,500,000 which 
it requested, the company submitted 
proposed schedules of rates. When 
related to the 1952 year end level of 
operations the proposed rates would 
yield $3,927,000 of additional revenue 
instead of the $3,500,000 based upon 
the 1951 level of operations. 

The principal rate changes proposed 
by the company are: 

(1) Reduce the number of rate 
areas for residential and commercial 
service from 5 to 4. 

(2) Substitute commercial rates 
for residential rates for application to 
master-metered apartment buildings, 
flats, and rooming houses. 

(3) Withdraw present flat rate for 
residential water-heating service and 
require such customers (about 5,000) 
to take service under the standard me- 
tered rate. 

(4) Reduce the number of rate 
areas for farm service from 2 to one. 

(5) Withdraw present optional 
farm rate (applicable to 127 custom- 
ers). 

(6) Substitute a general secondary 
rate for the present small commercial 
and industrial rate, the large users 
commercial secondary rate, the sea- 
sonal power rate, highway lighting 

93 PUR NS 





rate, and the battery charging, cook- 
ing, and refrigeration rate. 

(7) Substitute one primary rate for 
the 3 present rates. 

(8) Apply rates of charge in pri- 
mary rate to sales to other utilities. 

(9) Apply short-hour penalty to 11 
named schools in Milwaukee on mu- 
nicipal primary rate. 

(10) Increase the level of all rates 
so as to produce $3,500,000 of addi- 
tional revenue based upon 1951 sales. 

In addition, the company proposed 
to file subsequently a general revision 
of the terms and conditions applicable 
to its several rate schedules. If neces- 
sary this matter can and will be covered 
by supplemental order in these proceed- 
ings. 

The Commission is agreeable to the 
changes proposed by the company in 
paragraphs (1) to (7) inclusive above. 
The proposals set forth in (8). (9). 
and (10) are rejected. 

The rates hereinafter ordered will 
produce additional revenues of $2,223,- 
000 on the basis of the 1952 year end 
level of operations. Utility operating 
income will be increased from $9,106,- 
395 to $10,097,533 or a total of $991,- 
138. This difference between $2,223,- 
000 of rate increase and the increase in 
net income of $991,138 is absorbed 
principally by state and Federal income 
taxes and to a very minor extent by 
increased pension accruals. 


The rates ordered herein will pro- 
vide a more balanced rate structure 
than that which has prevailed hereto- 
fore. Differentials between rate areas 
have been reduced and differentials be- 
tween residential and commercial rates 
likewise have been reduced. The new 
schedules will provide increases ap- 
proximately as follows: 
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Residential—general ............. $57,355 
Residential—water heating ....... 368,720 
General service—secondary ....... 368,923 
Commercial—water heating ....... 16,163 
Farm—general Co aie Ee 161,623 
Farm—water heating ............ 52.679 
General service—primary . 1,093,188 
Street and highway lighting ... ; 62,672 
Other sales to public authorities . .. 21,972 
Seles to GreenwGele ........ cc cecees 19,319 

ME Sirctd Katt titraePadiakametos $2,222,614 


Findings of Fact 


The Commission finds: 

1. That the rate base as of Decem- 
ber 31, 1952, computed from invest- 
ment in plant less depreciation reserve 
plus allowance for materials and sup- 
plies and working capital is $168,027,- 
190 which amount is just and reason- 
able. 

2. That a return of 6 per cent on the 
rate base in finding 1 above is just and 
reasonable. 

3. That in view of the investment 
already made and under commitment 
to be completed by December 31, 1952, 
it is just and reasonable to include in 
the rate base, the investment in Unit 
1 of the Oak Creek power plant to- 
gether with associated equipment. The 
increased rates authorized herein shall 
become effective only after this unit 
has been placed in actual operation. 

4. Consistent with the foregoing 
findings it is just and reasonable to test 
revenue requirements by the use of 
the estimated going level of operations 
as of December 31, 1952. 

5. That the increase in rates pro- 
posed by Wisconsin Electric Power 
Company is excessive and unreason- 
able. 

6. That the rates ordered herein 
as set forth in Appendix A [appendix 
omitted herein] are just and reason- 
able. 

7. That the proposed modifications 
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in rate structure set forth in par- 
agraphs (1) to (7) inclusive under 
Proposed Rates hereinbefore stated are 
just and reasonable, and that the pro- 
posed modifications under paragraphs 
(8), (9), and (10) thereof are unjust 
and unreasonable. 


Conclusion of Law 


The Commission concludes: 
That it has jurisdiction under 
§§ 196.03(1), 196.20, and 196.37 to 


prescribe rates set forth in Appendix 
A [omitted herein] and that an order 


should be entered so providing. 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re Old Colony Gas Company 


D.P.U. 9866 
March 5, 1952 


PPLICATION for authority to issue common stock to capitalize 
d \ the cost of additions, extensions, and permanent improve- 
ments; denied. 


Security issues, § 54 — Factors affecting authorization — Interests of ratepayers 


and _ stockholders. 


1. The Commission, in passing upon an application for authority to issue 
common stock, must consider the interests of ratepayers as well as those of 


stockholders, p. 115. 


Security issues, § 95 — Kinds — Stock or bonds — Effect on rates. 
2. It is not in the public interest to authorize the issue of common stock 
where to do so would impose an added burden upon the ratepayer that could 
be avoided by the issuance of long-term debt securities, p. 115. 

Security issues, § 99 — Debt ratio — Common stock or bonds. 
3. A debt ratio of slightly under 37 per cent, compared with 63 per cent 
stock and surplus, was not considered excessive, p. 115. 

Security issues, § 95 — Kinds — Common stock or bonds. 
4. It was not considered reasonably necessary in the public interest for a 
public utility company to issue additional capital stock so long as it could 
finance necessary plant additions with a long-term debt issue at a considerably 
lower expense to the public, p. 115. 


APPEARANCE: Robert H. Holt, 


for the petitioner. 


By the DEPARTMENT: Old Colony 
Gas Company, pursuant to the provi- 
sions of Chap 164, § 14, of the General 
Laws (Ter. Ed.), as amended, filed 


[8] 
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with the Department a petition for 
approval of an issue of 14,000 shares 
of additional common capital stock, 
having a par value of $25 per share, 
at an issue price at par as fixed by the 
directors. The company proposes to 
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apply the proceeds of the issue in the 
aggregate amount of $350,000 for the 
purpose, as stated in the petition, of 
capitalizing the costs to the company 
of additions, extensions, and perma- 
nent improvements to its property. 
Certified copies of the votes of the 
stockholders authorizing the issue and 
of the board of directors fixing the 
issue price at $25 per share were at- 
tached to the petition. 

A public hearing was held on Janu- 
ary 31, 1952, and no one appeared in 
opposition to the petition. 

Old Colony Gas Company has out- 
standing 39,820 shares of common 
capital stock and 14,180 shares of 
preferred capital stock, each having a 
par value of $25 per share, or an ag- 
gregate par value of $995,500 of com- 
mon and $354,500 of preferred. No 
premiums have been paid in on the 
stock. The Eastern Gas & Fuel As- 
sociates is the sole stockholder of the 
company. The outstanding long-term 
indebtedness on December 31, 1951. 
was represented by $590,000 of 3 per 
cent coupon notes issued in 1937 and 
due in 1956. As of the same date the 
company reports short-term indebted- 
ness payable in the amount of $350,- 
000. The plant investment account 
was reported at $3,479,906.24 at De- 
cember 31, 1951, and the depreciation 
reserve of $1,057,095.55 as of the same 
date was over 30.5 per cent of the 
depreciable property. 

The Department last authorized the 
issue of additional securities by the 
company in D.P.U. 7055 dated July 
26, 1943, when authority was granted 
to the issuance of 6,000 shares of com- 
mon stock at par of $25 per share, with 
the proceeds thereof ($150,000) to be 
applied solely to the payment and can- 
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cellation of an equal amount of out- 
standing demand notes. 


Old Colony Gas Company has filed 
with the Department annual schedules 
of additions, betterments, and retire- 
ments to its plant and property up to 
December 31, 1950. The accounting 


and engineering divisions have 
checked the schedules and inspected 
the property. The divisions report net 
additions to plant and property for the 
period January 1, 1943, to December 
31, 1950, to be $736,013.01, against 
which permanent securities have not 
been authorized. Adding thereto the 
net additions in 1951 of $129,496.66 
makes a total of capitalizable additions 
of $865,509.67. 

That there is sufficient justification 
for the issue of additional permanent 
securities cannot be denied. Although 
the Department is hesitant to substi- 
tute its judgment for that of the man- 
agement as to the type of security to be 
issued, we feel that we should weigh 
the relative merits of financing by stock 
or long-term debt. Section 13 of Chap 
164 of the General Laws, as amended, 
permits the Department to authorize 
the issuance of long-term debt in an 
amount not exceeding the outstanding 
stock, premium and surplus invested in 
plant. As of December 31, 1951, the 
Old Colony Gas Company reports 
long-term debt in the amount of $590,- 
000 which could be increased to a 
minimum of $1,350,000 under the pro- 
visions of said section. Under the 
present Federal income tax law if this 
company were to pay a 6 per cent divi- 
dend on its stock, or $1.50 a share, it 
would be necessary for it to ear 
$3.125 per share before taxes. The 
Old Colony Gas Company would then 
be required to charge its customers 
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rates sufficient to provide the sum of 
43,750 to pay a dividend of $21,000. 
If, on the other hand, the company 
vere to finance its short-term indebt- 
edness of $350,000 with long-term 
lebt, it is reasonable to assume that 
he interest rate would be about 34 per 
ent or at an annual interest cost of 
12,250 which is $31,500 less than 
he amount which would be required 
o pay dividends on additional stock 
at the rate stated. It may under nor- 
mal circumstances be advisable to fi- 
ance construction costs with equity 
securities but the high rate of taxes 
payable before a dividend can be paid 
on equity securities is of considerable 
importance to the rate-paying public. 

[1-4] The company takes the posi- 
tion that it is in the best interest of the 
stockholders to issue more common 
stock while we must take into consid- 
eration the interests of the ratepayer 
as well as those of the stockholders. 
As hereinbefore stated, Eastern Gas & 
Fuel Associates is the sole stockholder 
of the company. It also is the sole 
holder of its long- and short-term 
indebtedness. Assuming that Eastern 
is entitled to receive a 6 per cent return 
on its capital investment in the Old 
Colony Company it would require 
earnings of over $300,000 before Fed- 
eral income taxes if the holdings there- 
in were represented completely by 
common stock capital. On a 50 per 
cent stock and 50 per cent debt ratio, 
as permitted by Chap 164, § 13, Old 
Colony would be required to earn only 
$200,000 to provide the same rate of 
return on equity. We cannot there- 
fore conclude that it is in the public 
interest to authorize the issue of stock 
as herein requested. To do so would 
impose an added burden upon the rate- 
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payer that could be avoided by the is- 
suance of long-term debt securities. 

We reach this conclusion with con- 
siderable reluctance as the Department 
has generally endeavored not to inter- 
fere with management in its decisions 
as to the methods used to raise addi- 
tional capital funds. However we be- 
lieve it is our duty, in the public inter- 
est, to keep down the cost of capital if 
it is evident that the financial stability 
of the utility will not be seriously af- 
fected. We will agree that there may 
be a point beyond which it would be 
improvident to issue additional debt 
securities. Common stock dividends 
do not have to be paid in any stated 
amount if earnings are inadequate to 
pay them and do not constitute a firm 
obligation. Interest payments, how- 
ever, are a firm obligation in a fixed 
amount and the debt itself has to be 
paid or refunded eventually. How- 
ever, in this instance the issuance of 
$350,000 additional long-term debt 
would result in a debt ratio of slightly 
under 37 per cent as compared to 63 
per cent for stock and surplus. We do 
not believe that such a ratio is exces- 
sive. We are of the opinion that it is 
not reasonably necessary in the public 
interest for Old Colony Gas Company 
to issue additional capital stock at the 
present time so long as it can finance 
its necessary plant additionals with a 
long-term debt issue at a considerably 
lower expense to the public and we so 
find. Lowell Gas Light Co. v. Depart- 
ment of Public Utilities (1946) 319 
Mass 46, 62 PUR NS 238, 64 NE2d 
640; Re New Jersey Bell Teleph. Co. 
(1949) 80 PUR NS 97. 

Accordingly, after notice, public 
hearing, and consideration, the De- 
partment hereby 
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Gas Company of 14,000 additional it is herc 
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issue price at par of $25 per share as Colony Gas Company for approval off pho 
fixed by the directors, is not reason- the issue of 14,000 additional shares off ius 
ably necessary for the purpose for common capital stock be and the same§f Ref: 
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tion by a telegraph company for authority to abandon its telephone service, § sjor 
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is operated at a loss, and the availability of an adequate and satisfactory I 
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Service. § 275 — Abandonment — Telephone service by telegraph company —§ Tel 
Competition. fro) 

2. The Commission, in considering an application by a telegraph company § Jon: 

for authority to abandon its telephone service, is reluctant to require the om 
company to continue the service where such a requirement would tend tof — . 
encourage competition between two telephone services on a large scale, pai 

p. 124. oe 
Service, § 275 — Abandonment — Telegraph company’s telephone service. 13§ 
3. A telegraph company’s application for authority to abandon its telephone wa 
service was approved where it appeared that approval of the application d 
would be advantageous to the general public, to the subscribers of a com-§ par 
peting telephone company, and to the users of the abandoning company’s § on 
telegraph facilities, since the competing telephone company would obtain .;., 
additional revenue because of the additional use of its facilities and the bu; 

users of the company’s telegraph service would no longer be required to “ 
subsidize its telephone service, p. 124. the 
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APPEARANCES: Holland and Hart, 
Denver, by Patrick M. Westfeldt, Den- 
ver, John H. Waters, General Counsel, 
The Western Union Telegraph Com- 
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pany, New York, New York, and Wi § Cp 
liam Wendt, General Solicitor, The B so, 
Western Union Telegraph Company. § pay 
New York, New York, for applicant; 
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Akolt, Campbell, Turnquist and Shep- 
herd, Denver, by John R. Turnquist, 
Denver, for The Mountain States Tele- 
phone and Telegraph Company; Jul- 
ius I. Ginsberg, Denver, for Goldstein 
Refrigerator Line, Denver, Hall Bro- 
kerage, Pueblo, Hurd _ Brokerage, 
Pueblo, Williams Produce Company, 
Pueblo, Union Fruit Company, Pueb- 
lo, J. G. Andrews, Pueblo, and Stine 
Fish and Grocery Company, Pueblo; 
Harold Taft King, Denver, for the 
Columbia Savings and Loan Associa- 
tion, Denver; Earl M. Scanlan, Den- 
ver, for Scanlan and Company, Den- 
ver; Carl E. Stitt, Denver, for J. A. 
Hogle and Company, Denver, and 
Macart Jones Company, Pueblo; Or- 
ville W. Charlton, Denver, for Bea- 
trice Foods Company, Denver, Colo- 
rado Springs, and Pueblo; Ralph 
Sargent, Jr., Denver, for the Commis- 
sion. 


By the Commission: This is an 
application by The Western Union 
Telegraph Company seeking authority 
from this Commission to abandon its 
long-distance intrastate telephone 
service in Colorado, and to cancel and 
withdraw its tariff Colo. P.U.C. No. 1, 
Schedule E-1, original pages 130 to 
139, inclusive, in connection there- 
with. 

After due notice to all interested 
parties, the matter was set for hearing 
on January 24, 1952, in the Commis- 
sion’s hearing room, 33() State Office 
building, Denver, Colorado, and was 
there heard and taken under advise- 
ment. 

The Western Union Telegraph 
Company (hereinafter referred to 
sometimes as the “Telegraph Com- 
pany”) is a New York corporation, 
engaged in the business of communi- 
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cations by telegraph and cable through- 
out the United States and between and 
among points in the state of Colorado. 
The Telegraph Company is also en- 
gaged in the business of rendering in- 
trastate long-distance telephone service 
wholly within the state of Colorado, in 
addition to its telegraph service. This 
Commission has jurisdiction over the 
intrastate operations of both the tele- 
graph and telephone service rendered 
within the state of Colorado by the 
said Telegraph Company. 

Prior to 1943, the Telegraph Com- 
pany was not engaged in the telephone 
business in Colorado, but on October 
7, 1943, under the authority of the 
Federal Communications Commission, 
in that Commission’s report and order, 
reported in 10 FCC 148, the Telegraph 
Company acquired by merger the 
Postal Telegraph System. The facil- 
ities acquired by the Telegraph Com- 
pany from the Postal Telegraph Sys- 
tem consisted of both telegraph and 
telephone service in many states 
throughout the United States and in 
the state of Colorado, including a long- 
distance intrastate telephone service 
wholly within the state of Colorado. 
The instant application deals only 
with the said long-distance intrastate 
telephone service of the Postal Tele- 
graph System acquired by the Tele- 
graph Company in the state of Colo- 
rado. 

In Re American Teleph. & Teleg. 
Co. Docket No. 9235, April 5. 1951, 
before the Federal Communications 
Commission, the American Telephone 
and Telegraph Company and certain 
other associated companies of the Bell 
System and the Western Union Tele- 
graph Company made a joint applica- 
tion to the Federal Communications 
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Commission, asking that Commis- 
sion’s approval of an agreement dated 
July 1, 1948, between the American 
Telephone and Telegraph Company 
and the said other associated compa- 
nies of the Bell System and the West- 
ern Union Telegraph Company. Said 
agreement provided for the transfer by 
the Western Union Telegraph Com- 
pany of its public telephone business 
and certain telephone property to the 
Bell Companies, and also for the trans- 
fer by the Pacific Telephone and Tele- 
graph Company and the Bell Tele- 
phone Company of Nevada of their 
public message telegraph business to 
the Western Union Telegraph Com- 
pany. The agreement also provided 
for the payment of $2,400,000 in cash 
to the Western Union Telegraph Com- 
pany by the American Telephone and 
Telegraph Company and the various 
associated companies of the Bell Sys- 
tem, parties to said agreement. 


The Federal Communications Com- 
mission’s order in the said Docket No. 
9235, supra, permitted the Western 
Union Telegraph Company to dispose 
of its telephone business to the Bell 
System, and in turn permitted the Bell 
System to dispose of its public mes- 
sage telegram service to the Western 
Union Telegraph Company. A copy 
of the findings and order of the Federal 
Communications Commission in its 
Docket No. 9235, dated April 5, 1951, 
supra, was filed as Exhibit No. 2 in 
the instant proceeding. 

Said order of the Federal Commu- 
nications Commission, however, re- 
lated only to the transfer and ac- 
quisition of interstate communication 
facilities of the respective companies 
involved in said proceeding. 

The application before this Com- 
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mission at this time is to seek the ap- 
proval by this Commission for the 
abandonment by the Western Union 
Telegraph Company of its long-dis- 
tance intrastate telephone service in 
Colorado originally acquired by the 
Telegraph Company in 1943 from the 
Postal Telegraph System, as described 
hereinabove, and the cancellation and 
withdrawal of its tariffs in connection 
therewith, so that said telephone prop- 
erty and facilities might be transferred 
by the Western Union Telegraph 
Company to the Mountain States 
Telephone and Telegraph Company, 
one of the said associated companies of 
the Bell System, pursuant to the said 
terms of the agreement of July 1, 
1948. 

Exhibit No. 1, introduced at the 
hearing before this Commission, is a 
copy of the said agreement of July 1, 
1948, between the Western Union 
Telegraph Company and the various 
telephone companies in the Bell Sys- 
tem, setting forth the agreement to sell 
and purchase and providing for the 
pro rata share among the Bell System 
Companies of the total purchase price 
of $2,400,000. By the terms of said 
agreement, the Mountain States Tele- 
phone and Telegraph Company is to 
pay $130,000 as its pro rata share of 
the total payment of $2,400,000 by the 
Bell System Companies to the West- 
ern Union Telegraph Company. In 
return for the payment by the Moun- 
tain States Telephone and Telegraph 
Company of $130,000 as its pro rata 
share of the total payment by the Bell 
System Companies to the Western 
Union Telegraph Company under the 
terms of said agreement of July 1, 
1948, the Western Union Telegraph 
Company will transfer to the Mountain 
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States Telephone and Telegraph Com- 
pany certain telephone properties of 
the Western Union Telegraph Com- 
pany located in the states of Idaho and 
Utah and the long-distance intrastate 
telephone service of the Telegraph 
Company in the state of Colorado. 
Exhibit No. 5, introduced at the 
hearing, lists the investment and 
plant on an original cost basis devoted 
to telephone service in the state of 
Colorado now owned by the Western 
Union Telegraph Company. Under 
the terms of the proposed purchase 
and sale, only certain items of property 
are covered and will be transferred by 
the Telegraph Company to the Moun- 
tain States Telephone and Telegraph 


Colo. 
Denver Springs Pueblo 

Central Ofc. 

Equipt. ....... $3,863 $1,656 $3,180 
Station 

Apparatus 3,751 1,862 2,030 
Drop & Block 

Wires ' 1,680 614 698 
Booths & Spec. 

Fixt. ee ae ~ — 
Mat’l and 

Supplies 


cp. el Uh eer rere er rr re 


In consideration for the transfer to 
the Mountain States Telephone and 
Telegraph Company by the Telegraph 
Company of the above telephone serv- 
ice property in Colorado of the Tele- 
graph Company, and of the telephone 
properties of the Telegraph Company 
located in the states of Idaho and Utah, 
the Mountain States Telephone and 
Telegraph Company proposes to pay 
to the Western Union Telegraph Com- 
pany $130,000, of which the amount 
of $118,000 will be chargeable to the 
Colorado Division of the Mountain 
States Telephone and Telegraph Com- 
pany. Witness for the Mountain 
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Company, consisting of central office 
equipment, station apparatus, drop 
and block wire, booths and special fit- 


tings, materials and supplies. No 
intercity wire plant nor intracity wire 
distribution plant is to be included in 
the transfer, since it is the intent of the 
Telegraph Company to continue the 
use of its outside plant in the further- 
ance and operation of its telegraph 
business. 

The following tabulation shows the 
items of telephone service equipment 
that would be transferred by the Tele- 
graph Company to the Mountain 
States Telephone and Telegraph Com- 
pany as a part of the said agreement 
of July 1, 1948, heretofore mentioned : 





La Rocky Gross Accrued Net In- 
Junta Ford Inv’t Depr. vest’d 
$533 $268 $9,500 
487 280 8,410 
177 88 3,257 
150 _ 150 

2,110 

$23,427 $6,757 $16,670 


States Telephone and Telegraph Com- 
pany stated that the Telephone Com- 
pany will account for this transaction 
on its books in accordance with the 
Uniform System of Accounts as pre- 
scribed by this Commission for tele- 
phone companies. As a result of this 
accounting procedure there will be no 
write-up of the original cost of the 
telephone property acquired by the 
Mountain States Telephone and Tele- 
graph Company on its books. 

The plant of the Western Union 
Telegraph Company devoted to tele- 
phone service in Colorado consists for 
the most part of five switchboards, cus- 
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tomers’ station apparatus, pole lines, 
wire and cable connecting the switch- 
boards, and customers’ apparatus. 
One switchboard is located at Denver, 
having a 96-line capacity, one switch- 
board at Colorado Springs with a 45- 
line capacity, one switchboard at Pu- 
eblo with 70 lines, one switchboard at 
Rocky Ford with 9 lines, and one 
switchboard at La Junta with 9 lines. 
The total capacity of the above-men- 
tioned boards would allow for 237 
subscribers. The service rendered at 
the five named points is in the nature 
of a toll or long-distance service with 
no intracity connections possible. In 
other words, a subscriber in Denver 
cannot talk with another subscriber in 
Denver, but can only talk to subscrib- 
ers located in Colorado Springs, Pueb- 
lo, Rocky Ford, or La Junta. Each 
of the five points on the system can 


only talk to the other four points. 


Exhibit No. 3 introduced at the 
hearing is a map showing the location 
of the intercity lines of the Western 
Union Telegraph Company and the 
number of telephone line pairs between 
the cities. This exhibit shows that be- 
tween Denver and Colorado Springs 
there are four pairs of wires, between 
Colorado Springs and Pueblo three 
pairs, and between Pueblo and Rocky 
Ford one pair, and Rocky Ford and 
La Junta one pair. As a result of the 
number of pairs of wire between cities, 
the number of simultaneous conversa- 
tions is limited. As an example, a 
maximum of four simultaneous calls 
may be made between Denver and 
other points, provided one of the calls 
is to Colorado Springs—otherwise 
only three simultaneous calls can be 
made. At Colorado Springs, only 
three simultaneous calls can be han- 
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dled, and one of these calls would 
have to be to Denver—otherwise only 
two calls could be handled at once. 
At Pueblo, four simultaneous calls 
can be made, but one would have to be 
to either Rocky Ford or La Junta, and 
one to Denver. The other two calls 
would either have to be to Colorado 
Springs, or one to Colorado Springs 
and the other to Denver. Pueblo can- 
not make three simultaneous calls to 
the same point on the system. A sub- 
scriber at Rocky Ford can talk to a 
subscriber at La Junta or a subscriber 
at La Junta can talk to a subscriber at 
Rocky Ford, but not simultaneously. 
The lines between these two points 
will only take one call at a time. Fur- 
thermore, if Pueblo has a call for 
either Rocky Ford or La Junta, sub- 
scribers at these latter two points can- 
not talk to the rest of the system or 
each other. The maximum number of 
simultaneous calls between points on 
this system have definite limitations 
due to the limited number of circuits 
available for telephone service. 
Exhibit No. 4 introduced at the 
hearing shows the Western Union 
Telegraph Company’s toll telephone 
service revenue and the number of tele- 
phone calls for the years 1944 to 1951, 
inclusive. This exhibit is for the Tele- 
graph Company’s telephone system as 
a whole, in the United States, and is 
not limited to the intrastate telephone 
service of the Telegraph Company in 
the state of Colorado. This exhibit 
shows that for the years listed, 1946 
was a peak year, both in revenue and 
number of calls made. The revenue 
for 1946 is shown as $624,471, with 
the total number of calls listed as 538,- 
337. There has been a decline both in 
revenue and calls made since 1946, In 
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the year 1951, the revenue is shown 
as $165,620 and the number of calls 
is estimated at 189,000. This would 
indicate a decrease in revenue from 
the year 1946 to the year 1951 of ap- 
proximately $459,000, and a drop in 
the number of calls of about 349,000. 

On January 1, 1948, the Western 
Union Telegraph Company had 213 
telephone subscribers in the state of 
Colorado. On January 1, 1950, the 
number of subscribers was 171. On 
January 1, 1951, subscribers had 
dropped to 157, and the latest count 
of December 1, 1951, indicates there 
were only 139 subscribers in Colorado. 
The number of subscribers for the total 
Western Union System was listed at 
3,697 on January 1, 1948, and 1,685 
on September 1, 1951. 

Exhibit No. 6 introduced at the 
hearing by applicant shows the operat- 
ing revenues and expenses for the 
year 1951 for the Colorado intrastate 
operation of the Telegraph Company’s 
telephone business. Operating reve- 
nue is shown as $22,560, while total 
operating revenue deductions are 
listed as $32,295, showing a net loss 
on Colorado intrastate telephone oper- 
ations in the amount of $9,735. The 
total revenue of $22,560 was obtained 
from the five cities in Colorado ac- 
cording to the following percentages: 


50% 
21% 
28% 

1% 


Denver earache 
Colorado Springs ..... 

Pueblo ae ‘ 
Rocky Ford and La Junta ..... 


Exhibit No. 7 


introduced at the 
hearing shows the number of calls 
and initial and overtime minutes of 
calls handled in Colorado during Octo- 


ber, 1951. This exhibit shows that 
the greater portion of the traffic in 
Colorado is between Denver, Colorado 
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Springs, and Pueblo, with La Junta 
and Rocky Ford contributing a very 
minor part of the total. 

Exhibit No. 9 introduced at the 
hearing is a comparison of the tele- 
phone toll rates for the Telegraph 
Company, the Mountain States Tele- 
phone and Telegraph Company sta- 
tation-to-station, and the Mountain 
States Company person-to-person, as 
of January 1, 1952. This exhibit 
indicates that for the initial 3-minute 
call and the rate for each minute in 
overtime over three minutes, the Tele- 
graph Company’s rate is cheaper than 
the Mountain States Telephone and 
Telegraph Company’s rate, either sta- 
tion-to-station or person-to-person, be- 
tween Denver-Colorado Springs, Den- 
ver-Pueblo, and Colorado Springs- 
Pueblo, the three towns that handle the 
most business. 

A number of the subscribers now 
receiving the service of the Telegraph 
Company’s telephone system in the 
state of Colorado appeared at the hear- 
ing and protested the proposed aban- 
donment of said telephone service. 
These subscribers offered testimony, 
both in regard to the type of service 
rendered by the Western Union Tele- 
graph Company and their reasons for 
wanting Western Union to continue 
in the telephone business. The gist of 
the testimony as given by protestants 
was to the effect that the Western Un- 
ion Telegraph Company now renders 
a personalized rapid service that is an 
asset to them in their business, and, 
while several stated the fact that this 
service was cheaper than any offered 
by the Mountain States Telephone and 
Telegraph Company, they would still 
want this service, even if the rates of 
the Western Union Telegraph Com- 
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pany were on a parity with the Moun- 
tain States Telephone and Telegraph 
Company. 

It was also claimed by protestants 
that the Western Union Telegraph 
Company has discouraged the accept- 
ance of new business, while witnesses 
for the Telegraph Company stated that 
the Telegraph Company has simply not 
encouraged new business. At the 
time of the merger between the Postal 
Telegraph System and the Western 
Union Telegraph Company in 1943 
(51 PUR NS 357), the then president 
of the Western Union Telegraph 


Company stated at the hearing before 
the Federal Communications Commis- 
sion that: 

“Western Union’s policy is to limit 
its activities to commercial telegraph 
service and such nontelegraph services 


as are consistent therewith and in the 
public interest. 

“These do not include commercial 
telephone service and accordingly 
Western Union will endeavor to find 
a purchaser for the telephone service 
currently rendered by Postal. If such 
a purchaser is not found before m >rg- 
er, Western Union will provide this 
telephone service after merger until a 
satisfactory purchaser is found.” 


In view of the above statement, it 
is understandable that the Western 
Union Telegraph Company has not 
solicited new business. Protestants 
have admitted in effect that, if in order 
to secure new business applicant were 
to install new and modern equipment 
and increase its outside plant to take 
care of more subscribers, a rate in- 
crease would probably be justified. 
Just how many of the existing custom- 
ers of the Western Union Telegraph 
Company would remain with it after 
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such a rate increase is problematical in 
view of the fact that where rates with 
the Mountain States Telephone and 
Telegraph Company are on a parity, 
namely, Denver to Rocky Ford and 


Denver to La Junta, there are few, if fi 
any, calls placed on the Western Un- ff 


ion Telegraph Company’s system. 


Protesting subscribers having the ff 
benefit of the telephone service pro- 
vided by the Western Union Tele- f 


graph Company during the year 1951 


stated that the telephone service dur- f 


ing that year by the Telegraph Com- 
pany was completely adequate and 
satisfactory, and that they, therefore, 
could see no reason for the abandon- 
ment of such service by the Western 
Union Telegraph Company. In this 
respect, however, it should be noted 
that the Western Union Telegraph 
Company has lost telephone subscrib- 
ers in the state of Colorado over a 
number of years, as discussed above, 
and this has resulted in the Telegraph 
Company’s rendering telephone service 
at a loss. 
the number of telephone subscribers 
has proved beneficial service-wise to 
the remaining subscribers on the West- 
ern Union Telegraph Company sys- 
tem. The fewer telephone subscribers 
served by the Western Union Tele- 
graph Company on its system in Colo- 
rado, the better service the Telegraph 
Company can render to its remaining 
subscribers. For example, Denver 
has a switchboard to accommodate 96 
connections; and as of December 1, 
1951, there were only 62 subscribers 
connected to this board. Obviously, 
the Telegraph Company has been able 
to provide more satisfactory telephone 
service to these 62 subscribers than if 
there were 96 subscribers connected to 
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this board. Likewise, on the whole 
system in the state of Colorado, with 
total possible connections of 237 sub- 
scribers on the switchboards, the num- 
ber of subscribers was only 139, facili- 
tating the customers’ opportunity of 
obtaining ready and immediate tele- 
phone connections. 

Protestants stated that it was ad- 
vantageous to them to have two tele- 
phone services available to them in 
their respective businesses, and that 
they could use the Mountain States 
Company system to transact local 
business and at the same time could 
receive long-distance calls on the 
Western Union Telegraph Company’s 
telephone system. It is apparent that 
all of the protestants now use the 
Mountain States telephone service lo- 
cally, and upon occasion, they also use 
the telephone system of the Mountain 
States Company for long-distance 
calls. This is particularly true on Sun- 
days and holidays, when it is desir- 
able to reach parties at their residences. 
The telephone service of the Western 
Union Telegraph Company in Colo- 
rado does not service residences. 


One protestant stated that he had 
five telephones in his place of business 
—three telephones in local service of 
the Mountain States Company, one 
long-distance telephone of the Moun- 
tain States Company, and one long- 
distance telephone of the Western Un- 


ion Telegraph Company. Another 
protestant stated that he had four 
telephones in his place of business— 
three telephones of the Mountain 
States Company, and one telephone of 
the Western Union Telegraph Com- 
pany. Since the question of rates was 
not seriously at issue, as indicated by 
the testimony of some of the protes- 
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tants, additional telephones from the 
Mountain States Telephone and Tele- 
graph Company would certainly be 
beneficial where local and long-distance 
calls are coming in simultaneously. 

Several of the protestants com- 
plained that they were unable to com- 
plete calls on the Mountain States 
Company System fast enough to en- 
able them to handle their business 
transactions promptly and_satisfac- 
torily. Several protestants spoke of 
delays of from fifteen minutes to one 
hour or more. 

The Commission is cognizant of 
time delays on calls of the Mountain 
States Telephone and Telegraph Com- 
pany between Denver and Colorado 
Springs and Denver and Pueblo in 
times past. However, it is now appar- 
ent that the addition of new telephone 
circuits between Denver and Colorado 
Springs, as shown on Exhibit No. 12 
introduced at the hearing by the Moun- 
tain States Telephone and Telegraph 
Company, should improve this situa- 
tion considerably as far as calls be- 
tween Denver and Colorado Springs 
are concerned, and that the installation 
of three additional circuits, probably 
in February, 1952, between Denver 
and Pueblo, should materially improve 
the telephone service between Denver 
and Pueblo. This same Exhibit No. 
12 shows that 13 additional circuits 
are planned by the Mountain States 
Telephone and Telegraph Company 
for the second quarter of 1952, be- 
tween Denver and Pueblo, and that 
three additional circuits between Colo- 
rado Springs and Pueblo are also 
scheduled for the second quarter of 
1952. Exhibit No. 12 also shows that 
there is excess message capacity avail- 
able between Denver and Colorado 
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Springs, Denver and Pueblo, and be- 
tween Colorado Springs and Pueblo 
at the present time over the combined 
average peak day messages trans- 
mitted. 

[1, 2] Among the various factors 
to be considered by this Commission in 
such an application as this, where 
application is made to abandon an ex- 
isting public utility service are: 1. 
The financial condition of the operat- 
ing public utility; 2. If the operating 
condition is such that the public utility 
is rendering said service at a loss, 
whether or not a rate increase would 
assist the company ; and 3. If abandon- 
ment is warranted, the availability of 
an adequate and satisfactory substitute 
service. 


It has already been shown herein 
that the Western Union Telegraph 


Company is presently operating its 
telephone service in the state of Colo- 


rado at a loss. Furthermore, it is 
apparent from the record that the re- 
habilitation of the Western Union 
Telegraph Company’s property, with 
an enlargement of its facilities, would 
necessitate a substantial rate increase 
not only to off-set the present operat- 
ing losses, but, in addition, to provide 
an adequate return on the additional 
investment. If this Commission were 
to order the Telegraph Company to 
add to its telephone facilities and were 
to grant a rate increase to compensate 
for the items before mentioned, the 
Commission would then be encourag- 
ing unnecessarily competition between 
two utilities rendering a similar tele- 
phone service. There is no assurance 
to Western Union that, if its rates 
were set on a par with those of the 
Mountain States Telephone and Tele- 
graph Company, the Western Union 
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Telegraph Company would still not 
continue to lose business to the Moun- 
tain States Telephone and Telegraph 
Company. If the instant application 
involved an application by the Western 
Union Telegraph Company to enter 
initially into the field of telephone 
communication service in the state of 
Colorado, the Commission would be 
very reluctant to entertain such an 
application. For the same reason, the 
Commission is reluctant at this time to 
encourage competition between two 
existing telephone services on_ the 
magnitude involved herein. While 
some of the protestants testified that 
the substitute service of the Mountain 
States Telephone and Telegraph Com- 
pany would be undesirable, it is appar- 
ent to this Commission that an ade- 
quate and satisfactory substitute tele- 
phone service is readily available to 
the present subscribers of the Western 
Union Telegraph Company. Since 
most of the protestants are now being 
rendered telephone service already by 
the Mountain States Telephone and 
Telegraph Company, they would not 
be deprived of any telephone service 
if the telephone service of the Western 
Union Telegraph Company should be 
permitted to be abandoned. Any ques- 
tions as to additional telephones that 
might be needed by these subscribers 
in the course of their business can be 
arranged for with the Mountain 
States Telephone and Telegraph Com- 
pany if and when the need should arise. 

[3] The Commission is of the opin- 
ion that the granting of this applica- 
tion will be advantageous to the gen- 
eral public, as well as to the subscrib- 
ers of the Mountain States Telephone 
and Telegraph Company and the users 
of the Western Union Telegraph 
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RE WESTERN UNION TELEG. CO. 


Company’s telegraph facilities, since 
the Mountain States Telephone and 
Telegraph Company will obtain addi- 
tional revenue because of the addition- 
al use of its telephone facilities, and 
the users of the Western Union Tele- 
graph Company’s telegraph service 
will no longer be subsidizing telephone 
subscribers of the Western Union 
Telegraph Company. All of the tele- 
phone business in the state of Colorado 
will be concentrated in one company, 
the Mountain States Telephone and 
Telegraph Company, and all of the 
telegraph business in the state of Colo- 
rado will be concentrated in one com- 
pany, the Western Union Telegraph 
Company. This should be conducive 
to better communication service on the 
part of these companies operating in 
the state of Colorado. 


Findings 


The Commission finds : 

That applicant, the Western Union 
Telegraph Company, should be au- 
thorized to abandon its intrastate long- 
distance telephone service in the state 
of Colorado and withdraw and cancel 
Tariff Colo. P.U.C. No. 1, Schedule 
E-1, Original Pages 130 to 139, in- 
clusive. 


ORDER 


The Commission orders: 

That the Western Union Telegraph 
Company be, and it hereby is, author- 
| ized to abandon its intrastate long-dis- 
tance telephone service in the state of 
Colorado, and to cancel and withdraw 
Tariff Colo. P.U.C. No. 1, Schedule 
E-1, Original Pages 130 to 139, in- 
clusive, filed with this Commission on 


October 24, 1943, upon not less than 
ten days’ notice to this Commission 
and to its existing subscribers. 

That upon the completion of the sale 
as per the agreement of July 1, 1948, 
between the American Telephone and 
Telegraph Company and the various 
associated companies of the Bell Sys- 
tem and the Western Union Telegraph 
Company, the Western Union Tele- 
graph Company shall submit in writ- 
ing to this Commission the bookkeep- 
ing entries that it has made on the 
books of the Western Union Telegraph 
Company as they pertain to the sale 
of the Colorado telephone property in- 
volved herein. At the same time, the 


Mountain States Telephone and Tele- 
graph Company shall submit to this 
Commission in writing the entries it 
has made on its books regarding the 
acquisition by it of the Colorado tele- 


phone property of the Western Union 
Telegraph Company involved herein. 

That the Commission shall retain 
jurisdiction of the instant matter to 
make such further order, or orders, as 
may be required in the premises. 

That the Western Union Telegraph 
Company is hereby authorized to give 
notice, as provided herein, of its in- 
tention to abandon its intrastate long- 
distance telephone service in the state 
of Colorado, and to cancel and with- 
draw its tariff in connection therewith 
prior to the effective date of this order, 
but the abandonment of said telephone 
service and the cancellation and with- 
drawal of said tariff in connection 
therewith shall not become effective 
until the effective date of this order, 
as herein provided, or subsequent 
thereto. 
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Public Utilities Commission 


A. Karl Palmer, Doing Business As 


Spencer T’elephone Exchange 


F-2352 
March 28, 1952 


OMPLAINT against adequacy of telephone service; service im- 


provements ordered. 


Service, § 142 — Duty to serve — Financial inability. 
The financial inability or poverty of the owner of a telephone company is 
not a good defense for failure to discharge his public duty or his refusal ¥ 
to comply with a Commission order to make admittedly necessary service fy 


improvements. 


APPEARANCES: John A. Engel, At- 
torney, Avon, representing the tel- 
ephone company and Mr. Palmer; J. 
W. Bollinger, Platte, representing G. 
J. McGregor, Administrator for the 
estate of G. J. McGregor; Herman L. 
Bode, Assistant Attorney General, ap- 
pearing in the public interest. 


By the Commission: On Febru- 
ary 4, 1952, a formal complaint was 
filed with the Commission, signed by 
eighteen patrons and subscribers of the 
Spencer Telephone Exchange at 
Spencer, South Dakota, alleging that 
the service was wholly inadequate, that 
the patrons could not depend upon ob- 
taining either local or outgoing calls. 
and that the owner of the telephone 
system was failing to observe his duties 
and obligations as a common carrier of 
messages as required by the laws of 
this state, and requesting the Com- 
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mission to issue its order requiring the 
rendition of reasonably adequate tel-f 


ephone service. 


The complaint was duly assigned ff 


for hearing at Spencer, South Dakota, 
on the fifth day of March, 1952, at 
which time and place the appearances 
above noted were made and a 
transcript thereof made. 

The Spencer Telephone Exchange 
prior to October, 1948, was owned by 
G. J. McGregor. At that time it was 
purchased by A. Karl Palmer, the 
present owner and operator thereof. 
There are 171 subscribers receiving 
telephone service, 44 of which are lo- 
cated on farm lines extending into the 
area surrounding Spencer, leaving a 
total of 127 town subscribers. At the 


ee he CR Be ee a ee ee ee ia 
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time of the purchase the telephone plant 
had been in operation for many years 


and its condition such that an unusual 
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amount of maintenance and repair was 
necessary in order to maintain it in 
condition to render reasonably ad- 
equate service. The present physical 
condition of the plant is clearly dis- 
closed by the testimony of A. Karl 
Palmer, from which excerpts thereof 


i are quoted herein: “As far as offering 
} excuses for the condition of the plant, 
| 1 am not prepared to offer any of the 


excuses because, as you said, it is a 


) junk pile.” In response to a question : 


“Does that mean, then, Mr. Palmer, 


Swhat you have here is practically 
§ junk?” Answer: “That’s right, it is 


junk.” In answer to the question: 
“We are interested in the public having 


}reasonably adequate and satisfactory 


§ telephone service in Spencer,” Mr. Pal- 


= mer stated: 


“That’s right, but with 


§ the switchboard in the condition it is 
) in and underground cable and outside 


§ plant in general, it is impossible to put 
# the thing in shape, absolutely physical- 


» ly impossible.” 


Concerning his pur- 


§ chase of the plant in 1948, Palmer fur- 
= ther testified, “In other words, I bought 
§ a cat in a bag, is what I bought, and 


5 I admit it. 


When I signed the agree- 


| ment with him (McGregor), he shook 


' his head. 


He said, ‘You'll never make 
it.’ But I thought I would. If I hadn’t 


§ had the storm, I believe I would have 
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made the grade.” Mr. Palmer’s tes- 
timony also discloses that during 
March, 1949, as a result of a severe 
snow, sleet, and ice storm, the plant 
had only seven poles left standing in 
the country, with all wires down, and 
that while Palmer used then all of the 
available equipment on hand to reha- 
bilitate the plant and invested the pro- 
ceeds of his bonus obtained for service 
in the Navy, it has never been suffi- 
ciently reconditioned so that depend- 
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able and adequate service can be ren- 
dered to the public. 

The record also shows an estimate 
of $80,000 of new money necessary 
in order to place the plant in condition 
to render adequate service or to put 
the plant in shape, and Palmer tes- 
tified that he was unable personally to 
borrow money or to obtain funds with 
which to rebuild and rehabilitate the 
present telephone plant at Spencer. 

A typical condition of the revenue 
and expenses of the plant was shown 
by reference to the month of December, 
1950, in which the total income from 
toll messages and rentals amounted 
to $737.99, whereas, the expense for 
the month was $717.49, leaving a net 
of $20.05. The record also shows that 
Mr. Palmer has moved away from 
Spencer, has accepted a position as a 
lineman for the Scotland Telephone 
Exchange. The evidence establishes 
that he is personally unable financially 
to rehabilitate the plant, and up to the 
date of the hearing has failed and 
neglected to make the necessary im- 
provements therein to render reason- 
ably adequate service. 

The statutes of South Dakota impose 
upon the Commission certain duties 
and responsibilities in a case of this 
character, which read as follows: 

“The Public Utilities Commission 
shall have authority to require any 
common carrier doing business in 
this state to install any facility neces- 
sary for the safety, convenience, and 
accommodation of the public, includ- 
ing telegraph lines and instruments and 
operators therefor, and telephone lines 
and instruments.” 

“Tn addition to the regulatory pow- 
ers and duties provided by Chap 52.02, 
the Public Utilities Commission shall 
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make such investigations and order 
such changes and betterments and im- 
provements in telegraph or telephone 
lines and exchanges as may be deemed 
necessary for the improvement of the 
telegraph and telephone service and 
the convenience of the public.” 


“Tn addition to any penalty imposed 
or remedy provided in this chapter, it 
is further provided that if any common 
carrier shall wilfully continue to neg- 
lect or refuse to comply with the pro- 
visions of this chapter, or with any 
reasonable order or regulation of the 
Public Utilities Commission, such 
neglect or refusal shall cause a for- 
feiture of the franchises of such corpo- 
ration, if the same shall be a domestic 
corporation, and if the same shall be 
a foreign corporation, such neglect or 
refusal shall cause a forfeiture of all 
right and privileges to transact its 
business within this state.” 


Findings of Fact 


The record in this case clearly proves 
that : 


1. The Spencer Telephone Ex- 
change, owned and operated by A. Karl 
Palmer, is not now, nor has it been for 
several months last past, rendering 
reasonably adequate telephone service 
to its patrons. 

2. The physical condition of the 
plant and equipment has deteriorated 
to such an extent that it is physically 
impossible to render adequate tel- 


ephone service in its present run-down 
and depleted condition. 

3. A. Karl Palmer is without suf- 
ficient means financially nor does he 
possess the capacity to borrow funds 
with which to make the necessary re- 
pairs, additions, betterments, and to 
rehabilitate the telephone plant. 

4. It is the duty of the Comimission 
to issue its order directing and requir- 
ing said A. Karl Palmer to make the 
necssary improvements, additions, bet- 
terments so as to place the telephone 
system at Spencer in a condition ca- 
pable of rendering reasonably adequate 
service, and that a plea of financial in- 
ability or poverty is not a good defense 
for failure to discharge his public duty 
as a common carrier and a refusal to 
comply with an order of this Commis- 
sion to make admittedly necessary 
service improvements. 

5. The complainants and petitioners 
in this case are entitled to an order 
of this Commission directing the re- 
habilitation and rebuilding of the 
Spencer telephone plant, and that upon 
failure of said A. Karl Palmer to take 
appropriate steps so to do, within a 
reasonable time, they may, upon appli- 
cation, request the institution of ap- 
propriate proceedings to bring about 
the performance by A. Karl Palmer of 
his duties and responsibilities as a 
common carrier of messages pursuant 
to the laws of this state. 

Let an order be entered accordingly. 
[Order omitted herein. ] 
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Industrial Progress 


A digest of information on new construction by pri- 
vately managed utilities; similar information relating 
to government owned utilities; news concerning prod- 


= 


Oklahoma Gas & Electric Has 
$15,000,000 Program Underway 


OZ A Gas & Ecectrric Company has a 
$15,000,000 construction program under 
way. This is being undertaken to accommo- 
date an estimated increase in customers of 
9.000 this year, according to D. S. Kennedy, 
president. New customer additions during the 
first four months this year have run ahead of 
estimates. 


Donnelly Elected President 
Of GAMA 


AMES F. DONNELLY, an executive of the 

A. O. Smith Corporation, was elected 
president of the Gas Appliance Manufacturers 
Association at the opening session of the 
group’s 17th annual meeting held recently. He 
succeeds Louis Ruthenburg, chairman of the 
board of Servel, Inc. 

Other new GAMA officers elected include 
Sheldon Coleman, president of the Coleman 
Company, Wichita, Kansas, as first vice pres- 
ident; T. T. Arden, vice president of the 
Grayson Controls division of Robertshaw- 
Fulton Controls Company, of Lynwood, 
Calif., second vice president. 


More Power to America Award, 
New Prize Announced by EEI 


A ™™ Power TO AMERICA AWARD,” for 
the electric utility companies that do the 
most to foster industrial electrification during 
1952 and in each succeeding year, has been an- 
nounced by the Committee on Prize Awards 
of the Edison Electric Institute. 

Sponsored by the General Electric Company, 
the new award is designed to “increase the 
productivity of American industry by encour- 
aging creative, broad-scale industrial electrifi- 
cation activity among America’s electric util- 
ily operating companies, and to bring recogni- 
tion to the companies and individuals making 
the greatest advancement in this field each 
year, 

_ The first award will be made by EEI at its 
Sales Conference in Chicago, April 1, 1953. 





METER SEALER 


e@ Complete with wire \. 
Sturdy steel, with po 
leverage, yet 1 ight. 
Flat lettered dies included, 
. (with slotted or recessed 
ies $6.75) 


A. C. GIBSON CO., INC. surrato's. N.Y. 


Mention the FortNiGHTLY—It identifies your inquiry 


ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


Ebasco Appointment 


| Digpnnes SERVICES INCORPORATED, engineers, 
constructors and business consultants, an- 
nounced that W. Douglas Lavers has joined 
the firm as construction manager. Mr. Lavers 
will be responsible for construction projects 
outside of the United States, the announce- 
ment stated. 


PG&E Receives 
Coffin Award 


AcIFIC GAS AND ELectric CoMPANny, of San 

Francisco, received the Charles A. Coffin 
award, the electrical industry’s top honor, for 
outstanding achievement during 1951. 

Philip D. Reed, chairman of the board of 
the General Electric Company, made the pres- 
entation to James B. Black, president of Pa- 
cific Gas and Electric, at the Edison Electric 
Institute’s 20th annual convention held recent- 
ly in Cleveland. George M. Gadsby, president 
of EEI, was in charge of the special cere- 
mony. 

The award-winning company was selected 

(Continued on page 26) 








Wanted- — 


@ VALUATION 
ENGINEER 


Unusual opportunity with large 
engineering firm in the East for graduate 
registered professional engineer. Appli- 
cant should have general experience 
in all phases of public utility appraisal 
work including economic aspects of 
value. Ability to organize and direct 
investigations and appraisals essential. 
Experience in preparing and presenting 
evidence as an expert witness very 
desirable. Applications will be treated 
confidentially. Give full particulars as 
to education and professional experi- 
ence. Personal interview will be 
arranged later. 


@ Write immediately to: 
Public Utilities Fortnightly 
Box 73 





Munsey Building 
Washington 4, D.C. 
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by a committee appointed by EEI, which con- 
sidered 57 companies nominated to receive the 
award. 

Selection of P. G. & E. was based on the 
company’s desire and ability to bring adequate 
electric power to its area through a billion- 
dollar construction program, largest under- 
taken in electrical industry history. Begun 
after World War II, the program was three- 
quarters complete in 1951, virtually doubling 
the company’s generating capacity in six 
years, 


G-E Offers Pocket Meter Guide 


HANDY, 52-page pocket guide for the se- 

lection and installation of G-E watthour 
and demand meters has been announced as 
available by the General Electric Company, 
Schenectady 5, New York. 

Designated as GET-2376, the booklet con- 
tains simplified selection tables, descriptions 
of the meters, and clear-cut wiring diagrams of 
the various watthour and demand meters used 


McCabe-Powers Adds 
To Utility Line 
‘Tw new service and maintenance bodies, 
designated Series 44 and Series 44-L, have 


added to the Powers-American line of 
according 


been 
public utility bodies and equipment, 
to a recent announcement. 

3ody compartments are equipped with 
shelves, trays, material hooks, and parts bins, 
Removable shelves in each vertical compart- 
ment are padded and furnished with elastic 
hold-down bands. An overhead rack, with ad- 
justable brackets, is furnished as : standard 
equipment. Doors are of weathertight construc- 
tion, fitted with flush-mounted, slam-action 
handles and cylinder locks, keyed alike. 

Descriptive bulletins Nos. 113 and 114, may 
be obtained by writing the McCabe-Powers 
Auto Body Company, 5900 North Broadway, 
St. Louis 15, Missouri. 


in most systems. (Continued on page 28) 











This advertisement is neither an offer to sell, nor a solicitation of an offer to buy any of these Securities, 
The offering is made only by the Prospectus. 


New Issue June 12, 1953 


200,000 Shares 


Kansas Gas and Electric Company 


Common Stock 
No Par Value 


Price $33.375 per share 


Copies of the Prospectus may be obtained from only such of the 


undersigned as are registered dealers in securities in this State. 


Goldman, Sachs & Co. 
Drexel & Co. Eastman, Dillon & Co. Hornblower & Weeks 

Carl M. Loeb, Rhoades & Co. A. M. Kidder & Co. Dittmar & Ce 

Foster & Marshall Fulton, Reid & Co. J. J. B. Hilliard & Son Lester, Ryons & 


Glore, Forgan & Co. 


JulienCollins & Company First SecuritiesCompany Johnson, Lane, Space and Co., In 


of Chicago 


Peters, Writer & Christensen, Inc. Robinson and Lukens Wagenseller & Durst, ! 
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$30,000,000 Program Planned Wm. Norman Becomes Partner 
|. goapewn Power & LigHt CoMPANY plans Of Lambert & Co. 
to spend more than $30,000,000 for ex- 
pansion this year, according to a recent an- 
nouncement. 


ILLIAM C. NorMAN will become a gen- 
eral partner of Lambert & Co., capital 
investment firm of 2 Wall street, New York 
AMA Elects Officers effective July Ist, according to an announce. 
: . , ment by the firm. Mr. Norman has resigned 
Tee new vice presidents and eleven di- as president of Northeastern Gas Transmis. 
Tectors were among a slate ot twenty-tour — sion Company and as vice president of Ten- 
husiness executives, representing all segments  nessee Gas Transmission Company effective on 
of American industry, elected to office at the the same date. ? 
recent annual business meeting of the Amer- Mr. Norman, who will continue as a direc. 
ican Management Association. tor of Northeastern Gas Transmission Com. 
John M. Hancock, partner of Lehman pany, has been associated with the oil and gas 
Brothers will again be chairman of the board industry for several years and has been an off 
of directors; Don G. Mitchell, president of cer of Tennessee Gas Transmission Company 
Sylvania Electric Products, Inc., New York,  gince its inception in 1943. He directed the 
was elected chairman of the executive com- extension of natural gas service into New Eng. 
mittee and James L. Madden, second vice pres- land through construction of the first natural 
ident of Metropolitan Life Insurance Com- gas pipeline ever built in that area. 
pany, New York, will serve as treasurer. Law- 
rence A. Appley was re-elected president of : r 
the ple for the fifth ye: Ae and James Nordberg Appoints Wenzel 
O. Rice renamed administrative vice presi- j lew Y ic 
dent and secretary. They will guide the nan Sales Engineer, New York Office 
activities of A.M.A.’s 14,000 members in the eee of Otto G. Wenzel as sales en- 
fields of marketing, personnel, finance, manu- gineer in the New York office of the 
facturing, packaging, insurance, and office ad- He ivy Machinery Division is announced by R 
ministration. W. Bayerlein, vice president, Heavy Ma- 
The private utility industry is represented chinery Division, Nordberg Manufacturing 
among the eleven directors of the association Company, Milwaukee 1, Wisconsin. Mr 
elected for three-year terms by Elmer Lind- Wenzel was formerly eastern sales manager oi 
seth, president, Cleveland Electric Illuminat- the Diesel Engine Division of Baldwin-Lima- 
ing Company, Cleveland. Hamilton Corporation. 





blowing your top?..... 


Our clients never blow their tops be- 
cause producing superior printing is 
routine at Sorg—even against the 
most imminent deadline. 


They know the quality they can expect 
from specialists with over thirty years’ 
experience in every type of financial, 
corporate and legal printing and find 
distinct advantages in our handling of 
design, printing, binding and mailing 
all under one roof. 


CONFIDENTIAL 
SERVICE 
SINCE 1920 
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» Ma onal Dealer or Branch, soon. ® More than half the International Trucks ever built are 
turing ‘ stili on the job. 
Mr RNATIONAL HARVESTER COMPANY »* Chicago 


ger oi 


-Lima- International Harvester Builds McCormick Farm Equipment and Farmall Tractors...Motor Trucks...Industrial Power. ..Refrigeratots and Freezers 


Better roads mean a better America 


INTERNATIONAL “> TRUCKS 


/ “Standard of the Highway” 
Ss se oT al ‘ 3 


| = he Shown is an L-120, 127-in. wheelbase, 
; 5,400 Ibs. GVW, with special utility body. 


. . 
° 
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mplete consulting and design engineering 
and architectural services for: 


Electric generating plants 

Substations and general power systems 
Service and office buildings 
Maintenance shops and garages 

\ Gas systems 
Water systems 


Commonwealth is prepared to assist in: 


System planning and long-range 
development programs based on 
load growth and economic factors 


Plant location studies, including 
fuel supply and other requirements 


Service analyses for special loads 
and unusual load conditions 


Specifications for equipment and apparatus 
Analyses of protective system operations 


Write for our illustrated booklet describing 
our consulting and design engineering services. 
Address: Commonwealth Services Iric., Department E. 
INVESTIGATIONS 20 Pine Street, New York 5, N. Y. 
REPORTS 
FINANCING 
ACCOUNTING Vi ‘ UY Sh at. 
TAXES UMUMUM AMM S0uttsd Vue. 
INSURANCE 
PENSIONS 


DEPRECIATION «fe os 
VALUATIONS ad. ‘ubsideavues 


LTING & DESIGN ENGINEERING COMMONWEALTH ASSOCIATES INC. 


METERING 
eunceasens COMMONWEALTH GAS CONVERSIONS INC. 


rm rm 20 Pe Set New Yorks NY 
ADVERTISING Jackson Michigan Wiashinglan. DC 


GAS CONVERSIONS 
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we really make fs 





t ime} 


Little blocks, say 2’ x 4’”’ x 8’’, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
in advance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 


Q-Panels are fabricated from Galbestos, alut 
num, stainless steel, galvanized and black 
in lengths up to 25". 


Q-Panels, 3" in depth with 14" of incomb 
ble insulation, have a thermal insulation 
superior to that of a 12" dry masonry wall 
firred plaster interior. A single Q-Panel with 
area of 50 sq. ft. can be erected in nine min 
with a crew of only five men, and twenty 
workmen have erected as much as an acre of 
in three days. 


Q-Panel construction is quick, dry, cleas. 
offers an interesting medium of architec 
expression. 


H. H. ROBERTSON CO., PITTSBURGH, P 
armers Bank Buildin e) oe es in rine es 
acm GOB scam 
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This announcement is not an offer to sell or a solicitation of an offer to buy these securities. 
The offering is made only by the Prospectus. 


$20,000,000 


American Gas and Electric Company 


38% Sinking Fund Debentures due 1977 


Dated June 1, 1952 Due June 1, 1977 


Price 100*%4% and accrued interest 


The Prospectus may be obtained in any State in which this announcement is circulated from only such 
of the undersigned and other dealers as may lawfully offer these securities in such State. 


HALSEY, STUART & CO. Inc. 
BEAR, STEARNS & CO. L. F. ROTHSCHILD & CO. 


AMERICAN SECURITIES CORPORATION BAXTER, WILLIAMS & CO. COFFIN & BURR 


INCORPORATED 


NEW YORK HANSEATIC CORPORATION AUCHINCLOSS, PARKER & REDPATH 
M. E. POLLOCK & CO., INC. EACHE & CO. BALL, BURGE & KRAUS 


COURTS & CO. GRECORY & SON IRA HAUPT & CO. 


INCORPORATED 
PRESCOTT, SHEPARD & CO., INC. F.S.SMITHERS&CO. STERN BROTHERS & CO. 
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GREATER EFFICIENC 


Saves lime, Space and Money 


Every Kinnear Door is tailored to fit the 
individual opening, in old or new buildings. 
Coiling neatly above the lintel, they open 
straight up—can’t interfere with traffic or 
other plant activity. A half-century of use 
under the most difficult conditions gives 
complete proof of the Kinnear Door's ca- 
pacity for years of hard, constant service. 
They save money because their rugged. 
all-steel, interlocking slat curtain assures 
long life and low maintenance costs, plus 
extra protection against fire, intrusion, or 
wind damage. Slat surfaces are heavily 


zine coated by the hot-dip process, and a 
specia! Kinnear Paint Bond is applied to 
assure lasting paint adhesion. 

They save space by opening straight up and 
coiling above the doorway, allowing all floor 
and wall space around the door to be used 
at all times. 

They save time with their smooth, easy, 
gliding action. With motor operation, doors 
can be fully and safely controlled by push- 
buttons from any number of convenient 
locations. 


Write for your copy of new catalog 


The KINNEAR Manufacturing Co. 


Factories: 
2060-80 Fields Ave., Columbus 16, Ohio 
1742 Yosemite Ave., San Francisco 24, Calif. 
Offices and Agents in Principal Cities 


Saving Ways in Doorways 


ROLLING DOORS 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 











Tae American Appraisat Company 


ORIGINAL COST STUDIES @ VALUATIONS @ REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 


NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








AMERICAN CALIQUA COMPANY 


CONSULTING ENGINEERS 
HIGH TEMPERATURE WATER DISTRIBUTION SYSTEMS 


Space Heating and Industrial Processing 
District and Municipal Heating 
10 E. 39th St., New York 17, N. Y. 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








ford, Bacon & Davis 
Vasearane Engineers rOate Gases 


NEW YORK @ CHICAGO @ LOS ANGELES 
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PROFESSIONAL DIRECTORY (continued) 








GIBBS & HILL no. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORE LOS ANGELES 











GILBERT ASSOCIATES 


INCORPORATED 
ENGINEERS © CONSULTANTS * CONSTRUCTORS 


NEW YORK - READING » WASHINGTON + HOUSTON + PHILADELPHIA - ROME * MANILA + MEDELLIN 








FOUNDED 1906 








W.C GILMAN & COMPANY 
CONSULTING ENGINEERS 


Valuations — Depreciation Studies — Rate of Return 
Investigations and Reports for Financing 
Transit and Traffic Surveys — Fare Studies 


55 Liberty Street New York 5 








JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 South LaSalle Street = CHICAGO >. Telephone HArrison 7-8893 


Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 








Gustav Hirsch Organization, Inc. 
Consulting and Supervisory Engineers 


1347 West 5th Ave., Columbus (12) Ohio © Telephones: L. D. 78—Kingswood 0611 
ALL PHASES OF PUBLIC UTILITY ENGINEERING AND SUPERVISION OF CONSTRUCTION. 











HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE ° COLUMBUS, OHIO 








Mention the Fortnicutty—It identifies your inquiry. 
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PROFESSIONAL DIRECTORY (continued) 
JENSEN, BOWEN & FARRELL 


ENGINEERS 
ANN ARBOR, MICHIGAN 
(ii STUDIES— 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











She Ruljian Gycaion 
ENGINEERS . CONSTRUCTORS 
POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA 





William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
_ Utility Management Consultants Specializing in ROOULATORY 
A 
ana COST ANALYSIS ti 
for past 35 years 
Send for brochure: ‘The Value of Cost Analysis to Management" 








f 
f 
: 
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N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








TAXES 


RATES 
SAFETY MIDDLE WEST FINANCE 


INSURANCE 


PENSIONS 
BUDGETING SERVICE ADVERTISING 


PERSONNEL co ACCOUNTING 
ENGINEERING e SALES PROMOTION 


STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 











Pioneer Service “gana Co. 


CONSULTING, DESIGNING AND SPECIALISTS IN 
OPERATING ENGINEERS ACCOUNTING, FINANCING, RATES, 
PURCHASING fy INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET CHICAGO 4, ILLINOIS 





Outstanding Designing « Engineering + Construc 
tion + Piping * Equipment * Surveys 

in the * Plans + Steam or Diesel Power 
Plants, Alterations, Expansions Sk Oe eee eS : x : 

Industry DESIGN - ENGINEERING - CONSTRUCTION 


(Professional Directory Continued on Next Page) 
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THE RUST ENGINEERING co. 


Power Plant Design and Construction 
Boiler Settings, Chimneys, Equipment Erection 


PITTSBURGH, PA. BIRMINGHAM, ALA, 














SANDERSON & PORTER Sap 


hee —yumae 
A 
CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usilities—Industrials 
Studies—Re ports—Design—Supervision 
Chicago 3, Ili. 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 
Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 








Whitman, Requardt and Associates 
Publishers of the 35-year-old 
DESIGN — CONSTRUCTION HANDY-WHITMAN INDEX 
for Public Utility 
REPORTS — VALUATIONS Construction Cost Trends 
Including Hydro-Electric Properties 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 








ALBRIGHT & FRIEL INC. EARL L. CARTER 


Consulting Engineers Consulting Engineer 


Water, Sewage and industrial Wastes Problems REGISTERED IN INDIANA, NEW YORK, OHIO, 
A"\power Plants, ‘load Cont — PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Industrial Buildings Public Utility Valuations, Reporte and 
City Planning, ee and Rates Original Cost Studies 
121 SOUTH BROAD ST. PHILADELPHIA 7 910 Electric Building _— Indianapolis Ind. 




















Boppy-BENJAMIN 
ENGINEERS, CONSTRUCTION AND 
ASSOCIATES, Inc. MAINTENANCE CONTRACTORS 
fer the GAS INDUSTRY 


Power Plant Design, Specification and 
Construction Supervision CONSOLIDATED 


Economic and Thormedysemic ~--f—— ot Quah GAS ano SERVICE CO. 


28 WEST ADAMS ° . ae %, MICHIGAN 
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GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Reports—A 


Original Cost and Depreciation Studies 
Rate Analysee—insurance Surveys 





LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatre St., Cxicaco 








FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciation 
Investigations and Reports 


122 SoutH MICHIGAN AveNUB, CHICAGO 


LUTZ & MAY 


Consulting Hngineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 








SVEN B. HANSELL 


CONSULTING ACTUARY 
PENSION PLANS 


DEPRECIATION 
For Rate Cases and Income Tax 


1421 Chestnut Street Philadeiphia 2, Pa. 
Tel. Rittenhouse 6-3037 


A. S. SCHULMAN ELECctTRrRIC Co. 


Electrical Contracting Engineers 


TRANSMISSION LINES—UNDERGROUND DistTRI- 
BUTION — Power STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


CHIcaco Los ANGBLES 








HARZA ENGINEERING CO. 


Consulting Engineers 


L. F. HARZA 
E. MONTFORD FUCIK CALVIN V. DAVIS 


Hydro-lectrio Power Projects 


400 W. MADISON 8ST. CHICAGO 6, ILL. 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS — EXAMINATIONS — APPRAISALS 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 














Testing + Inspection + Consulting 
Product Development & Research 


UNITED STAJES TESTING COMPANY, INC. 
Hoboken, N. J. 


Boston * Chicago * Denver * Los Angeles 
Memphis « New York * Philadelphia * Providence * Dallas 











LAURENCE S. KNAPPEN 
Consulting Economist 
Cost of Capital and Rate of Return Studies 
Analyses of Statements 
Rate Case Investigations 
Revenues and Expenses Examined 
919 Eleventh Street, N.W., Washington 1, D. C. 
Telephone: National 7793 


WESTCOTT & MAPES 


Incorporated 
ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 


TILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 


NEW HAVEN CONNECTICUT 








LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 
POWER PLANTS 


TRANSMISSION DISTRIBUTION 
DESIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Cricago 3, Illinois 








Representation in this Professional Directory 
may be obtained at —_ reasonable rates. 
Kindly address inquiries to 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washingtoa 4, D. C. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Thew products and services cover a wide range of utility needs. 


A 


*Abrams Aerial Survey Corporation 
Albright & Friel, Inc., Engineers 
*Allen & Company 

American Appraisal Company, The 
American Caliqua Compeny 
*Analysts Journal, The 

A-P Controls Corporation 


Babcock & Wilcox Company, The 
*Barber-Greene Company 
*Bituminous Coal Institute 

Black & Veatch, Consulting Engineers 
*Blaw-Knox Division of Blaw-Knox Co. 
*Blyth & Company 

Boddy-Benjamin Associates, Inc. 
*Burroughs Adding Machine Co. 


c 


Carter, Earl L., Consulting Engineer 
Cleveland Trencher Co., 

*Cochrane Corporation 

Columbia Gas System, Inc. 
Commonwealth Associates, Inc. 
Commonwealth Services, Inc. 
Consolidated Gas and Service Co. 


Day & Zimmermann, Inc., Engineers 
Dodge Division of Chrysler Corp. 
*Drexel & Company 


Ebasco Services, Incorporated 

Electric Storage Battery Company, The 
Elliott Company 

*Equitable Securities Corporation 


*First Boston Corporation 
Ford, Bacon & Davis, Inc., Engineers 
*Foster Wheeler Corporation 


G 


Gannett Fleming Corddry and Carpenter, Inc. .. 39 
*Gas Appliance Manufacturers Association 

General Electric Company Outside Back Cover 
Gibbs & Hill, Inc., Consulting Engineers 36 
Gibson, A, é., Company, Inc. 

Gilbert Associates, Inc., Engineers 

Gilman, W. C., & Company, Engineers 

Glore Forgan & Co. 

*Guaranty Trust Co. of New York 


Haberly, Francis S., Consulting Engineer 
Halsey, Stuart & Company, Inc. 
Hanseli, Sven B., Consulting Actuary 
Hartt, Jay Samuel, Consulting Engineer 
Harza Engineering Co. 

Hill, Cyrus G., Engineers 

Hirsch, Gustav, Organization, Inc. 
Hoosier Engineering Company 


1 
Internectional Business Machines Corporation .... 


International Harvester Company, Inc. 
Irving Trust Company 
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*Fortnightly advertisers not in this issue. 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers 


*Kidder, Peabody & Co. 

King, Dudley F. 

Kinnear Manufacturing Company, The 

Knappen, Laurence S., Consulting Economist .... 
*Koenig Iron Works 

Kuljian Corporation, The 


Lambert & Co. 
*Langley, W. c., & Co. 
Leramore and D 
Leece-Neville Co., The 
Leffel, James, & Company, bey 
Leffier, William S., E 
*Lehman Brothers ° 
Lincoln Engraving & Printing Corp. ............ 
Loftus, Peter F., Corporation| 

Lougee, N. A., %¢ ii 

Lucas & Luick, "Engineers 

Lutz & May, Consulting Engineers 











*Main, Chas, T., Inc., Engineers 
Mercoid Corporation, The 

*Merrill Lynch, Pierce, Fenner & Beane 
Middle West Service Co. 


N 
*National Association of Railroad and ‘Utilities 
Commissioners 
Newport News Shipbuilding & Dry Dock Co. .... | 


Pacific Pumps, Inc. ..cccccccccces Inside Back C 
Pioneer Service & + yeney Company 
Pritchard, J. F., 


Recording & <7 Corporation 
Remington Rand 

Robertson, H. 4. » Company 

Rust Engineering Company, The 


Sanderson & Porter, Engineers 

Sargent & Lundy, Engineers 

Schulman, A. S., Electric Co., Engineers . ° 
Sloan, Cook & Lowe, Consulting Engineers 
*Smith, Barney & Co. 

Sorg Printing Company, Inc. 

*Southern Coal Company, Inc. ... 
*Sprague Meter Company, The 


*Tri-Line Company 


*Union Securities Cerporation 
United States Testing Ce., Inc. 


Westcott & Mapes, Inc., Engineers 

*Westinghouse Electric Corporation 

White, J. G., Engineering Corporation, The .... 
Whitman, Requardt and Associates 5) 
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E STORY OF TOUGH PUMPS 
R TOUGH JOBS 


PART ONE... Time 1926 


The tough job—pressure 2100 psi—temperature 245° F.— 
The tough pump. 

(1) One-piece cylindrical cast steel case. 

(2) Ring Type pressure joints. 

(3) Internal joints—metal-to-metal—no bolting. 

(4) Unitized internal assembly—assembled outside case. 
(5) Suction Pressure on both Stuffing. Boxes. 

(6) Suction and Discharge Nozzles on Heads. 


TWO... Time 1927 


The job gets tougher—temperatures rise to 850°F.— 

The pump gets tougher. 

(1) Cylindrical Case made from Steel Forging. 

(7) Impellers, Diffusers and other parts of unitized assembly 
made from Chrome Alloy Steel. 


THREE... Time 1931-1951 


Refining a tough—without loss of toughness. 

1931—(6) Suction and Discharge Nozzles made integral with case. 
1932—(1) Line bore of case with Chrome Alloy by Fusion Welding. 
1933-1951—Mechanical, hydraulic and metallurgical research and 
experience make a refined “Pacific Tough” available for the 
“Toughest Job”. 


For Details—Bulletins 106 and 109 


Pacific Pumas inc. 


HUNTINGTON PARK, CALIFORNIA 
Export Office: Chanin Bldg., 122 E. 42nd St., New York Offices in All Principal Cities 





Peak-load capacity released quickly 
economically by G-E switched hen sate 


Capacitor equipments can be supplied 
on short delivery ... some at a cost of 
less than $6.00 per kvar .. . installed 
in a matter of hours 


Capacitors continue to provide one of the fastest, 
cheapest ways to release system capacity. By 
raising voltage levels and reducing system cur- 
rent for a given load, they can free the system 
for the delivery of more kilowatts—at a fraction 
of the cost—and in a fraction of the time—it 
would take to add new system capacity. 

Where you have already installed a high per- 
centage of fixed capacitors—or where your 
kilovar loading varies widely in any 2'-hour 


pe -riod—it will pay you to investigate ‘the use of 


switched capacitors to alleviate peak conditions. 

Automatically-switehed General Electric ca- 
pacitors can be supplied on short delivery —for 
as little as $5.66 per kvar. They can be installed 
on your distribution feeders or at the substation 
—in a matter of hours. And they provide one 
of the least expensive methods of releasing 
system capacity. 

For information on how switched capacitors 
can help you to meet today’s climbing loads, 
call your nearest G-E Apparatus Sales Office. 
Or write to Section 407-36F. General Electric 
Company, Schenectady 5, New York. 
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FLEXIBLE KILOVAR SUPPLY. Where kilovar loading 
varies widely in any 24-hour period, G-E switched 
capacitors can supplement fixed capacitors in provid- 
ing economical kilovars. (Ruled area shows kilovars 
furnished by synchronous condensers or generators.) 


eh 
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ON DISTRIBUTION FEEDERS. Pole-mounted G-E automaticd 
switched capacitors are used by many utilities to bring kis 
supply close to load. These factory-assembled units cos! 
little as $5.66 per kvar. 





AT THE SUBSTATION, General Electric switched capo 
equipments can be used in large banks to supply bulk kilo 
Completely-enclosed equipments like this 5100-kvcr, 13) 
volt bank installed by Metropolitan Edison Co. now 
as little as $7.00 per kvar, 


GENERAL @ ELECTRIC 





